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Are Your Executives 


Protected Against This & 
Most-Neglected Risk? 





How well do your company’s plans 
cover payment of salary to an 
executive whose disability lasts for 
a year or more? 















EMPLOYEE 
BENEFIT PLAN 
BULLETIN 


Long-term disability during an 
executive’s working life can present 
serious financial problems to both 
him and his employer. Yet few 
companies provide adequate 
coverage in this area. 
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LONG-TERM DISABILITY 


... A serious gap in executive protection 





Johnson & Higgins’ new Bulletin —— 
gives interesting statistics on the Arron ter Mvapment 
prevalence of long-term disability sc at bi 
among executives. The Bulletin sug- se 
gests economical, planned methods Hors 
to protect executives and companies 

alike against the financial inroads Fora -a 
of long-term disability. “ ener 





n disability finds you 























To learn more about this new way to 
improve your program of executive 
protection, write on your firm’s 
letterhead for Bulletin #12C. 


JOHNSON & HIGGINS 


EMPLOYEE BENEFIT PLAN CONSULTANTS 
INSURANCE BROKERS—AVERAGE ADJUSTERS 


63 WALL STREET: NEW YORK 5 } 


Chicago + San Francisco - Los Angeles - Detroit + Cleveland + Philadelphia + Pittsburgh + Buffalo 
Seattle - Wilmington - Minneapolis » Atlanta - Vancouver « Winnipeg - Montreal - Toronto + London 
Havana + Rio de Janeiro + Sao Paulo + Curitiba + Caracas + Maracaibo + Puerto La Cruz 
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The IAS 
RESIDENT FINAL EXAMINATION 






One of the unique features of IAS training is the 
Resident Final Examination, introduced in 1925. This 
plan has made a direct contribution to the success of 
thousands of IAS graduates. 








@ Upon successful completion of the Diploma Course 
of 90 assignments, an IAS student is given a compre- 
hensive Resident Final Examination in his own com- 
munity, under the supervision of a local Certified 
Public Accountant (or an attorney at law if no CPA 
is available). The examination questions, prepared 
by the IAS Faculty, are forwarded under seal to the 
local examiner, who holds the examination in his 
office. Adequate controls are used to see to it that no 
two students in the same locality are given the same 
examination. 




























ose @ The examination usually takes five to six hours. 

, The examiner is required to certify that the student 
completed the work entirely on his own, without 
access to any textbooks or notes. The examination 
papers then are forwarded by the examiner to Chicago 
for faculty correction and review, to determine if a 
diploma should be awarded. 








® No IAS Diploma has been awarded to any student 
enrolled since April, 1925, unless the student has 
passed such an examination. 


@ The Resident Final Examination plan safeguards 
the integrity and enhances the value of the IAS 
Diploma. It assures prospective employers that IAS 
graduates possess a thorough, tested knowledge of 





accounting. 
a 
The school’s 24-page Catalogue A 
is available free upon request. 
Address your card or letter to INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
the Secretary, IAS.... A Correspondence Sclwol Since 1903 


209 WEST JACKSON BOULEVARD ¢® CHICAGO 6, ILLINOIS 


IAS is an Accredited School, accredited by the Accrediting Commission of the National Home Study Council 


Wa 





PAUL HAASE, Editor 


BENJAMIN R. MAKELA 
Publication Director 


CEIL SMITH THAYER 
Assistant Editor 


JOHN A. MURPHY 
Advertising Manager 


ARTHUR J. GRIFFIN 
Circulation Manager 





Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


Contents for March 1959 





FEATURES 
1. To establish, coordinate and maintain Page 
through authorized management, an integrated BASE-POINT LABOR DISTRIBUTION—Describes the method by which 
plan for the control of operations. Such a plan full costs of employe services, including vacation leave, are 
would provide, to the extent required in the : : ; 
allocated equitably in various accounts—C. W. Bastable . . . 107 


business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together with 
the necessary procedures to effectuate the plan. 


INSUFFICIENT DEPRECIATION AND INFLATION—WHAT CAN BE 

DONE ABOUT IT—A LIFO method for fixed assets—Maurice E. 
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compilation of statistical records as required. 
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and social forces and of governmental influ- 
ences as they affect the operations of the 
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C. H. PETERS 11, Sec- 
retary-Treasurer of 
Seeman & Peters, Inc. 





SEEMAN & PETERS, 
Inc. in Saginaw, Mich. 





A NATIONAL ACCOUNTING SYSTEM has increased 
record-keeping efficiency for this business. 





WELL-PLANNED OFFICE of this 80- 
year old Printing establishment. 


OPERATORS LIKE NATIONAL ACCOUNTING MACHINES ~ 





because they are accurate and easy to operate. 


“Our @lalional System 
saves us *12,600 a year... 


pays for itself every 11 months.”’—sceman & Peters, Inc., Saginaw, Mich 


“Cost recording in a printing plant is 
complex work because no two print- 
ing jobs are alike,’ writes C. H. 
Peters III, Secretary-Treasurer of 
Seeman & Peters, Inc. “Yet we find 
that our National System handles 
this work with speed and efficiency. 

“Even though our business has ex- 
panded greatly, our Nationals keep 
all records posted to date. As a re- 
sult, management and department 
heads have on their desks each 
morning a report of the previous 


day’s production. This information 
is of vital importance in making busi- 
ness decisions. 

“Through increased record-keep- 
ing efficiency and reduced operating 
expenses, our National System saves 
us more than $12,600 a year, pays 
for itself every 11 months.” 


he Yk 


Secretary-Treasurer of 
Seeman & Peters, Inc. 


THE NATIONAL CASH REGISTER COMPANY, dayton 9, ohio 


1039 OFFICES IN 121 COUNTRIES @ 75 YEARS OF HELPING BUSINESS SAVE MONEY 


Your business, too, can benefit from the 
time- and money-saving features of a 
National System. Nationals pay for 
themselves quickly through savings, 
then continue to return a regular yearly 
profit. National’s world-wide service 
organization will protect this profit. Ask 
about the National Maintenance Plan. 


(See the yellow pages of your ae 


phone book.) 
ie 








*TRADE MARK REG. U.$. PAT. OFF. 





ACCOUNTING MACHINES 
ADDING MACHINES + CASH REGISTERS 
wer paper (No Carson Required) 
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SMALL CHANGE 


Editors, THE CONTROLLER: 

Since your readers are all actively con- 
cerned with cutting clerical costs, I 
thought I would take this opportunity to 
tell you of a recent innovation adopted 
by the American Standards Association. 
We believe that the plan, which is de- 
scribed below, will certainly reduce cleri- 
cal costs in ordering material from the 
ASA and we feel, also, that the plan 
could be adapted to other uses. 

The current price list and index of the 
American Standards Association carries 
some 1800-odd standards which vary in 
price from ten cents to $7.50 per copy. 
With the wide range of subject matter 
covered, almost every company has need 


for some American standards for applica- 
tion in its daily business. Procurement of 
these standards involves that bane of the 
treasurer's or controller's existence—the 
issuance of a check for something under 
$5.00. 

In an effort to meet this problem and 
to facilitate the distribution of American 
standards, we have procured coupon 
books with a face value of $12.00 con- 
taining coupons in denominations of ten 
cents, twenty-five cents and fifty cents, 
which in appropriate combinations may 
be used to purchase American standards. 
No formal purchase order is needed— 
simply a letter or one of the shipping 
labels also included in the coupon book 











CHICAGO :; 





f 
Bao 


Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


For, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
LOS ANGELES 
















with an indication of the standards de. 
sired and the necessary coupons for the 
list price of the standard. 

You will see that by this system a con- 
troller can make a single purchase of cou- 
pon books depending on the experience 
of his company and the anticipated de. 
mand for standards and thus make avail- 
able to his technical and management per- 
sonnel the standards they desire without 
further accounting or purchase order ac. 
tivities. 
G. F. Hussey, Jr. 
Vice Admiral, U.S.N. (Ret.) 
Managing Director 
American Standards Association 
New York 





PROFILE OF A CONTROLLER READER 


Editors, THE CONTROLLER: 


As a new subscriber to your publication 
who has just finished reading the February 
1959 issue (the first issue received), | 
wish to offer my congratulations on a job 
well done. It was a most enjoyable and in- 
formative experience. 

Part III of your article “Profile of the 
Corporate Controller’ by Herbert F. 
Klingman would have been more informa- 
tive if I had read the previous two parts. I 
would appreciate a copy of these two ar- 
ticles if they are available. 


FRANK EWING 
Controller 

H. Scheft Co. 
Boston, Mass. 


A reprint comprising the three articles on 
the corporate controller is in work at 
present and will be available in the near 
future. —The Editors 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer's signature and ad- 
dress (which will be withheld if so 
requested). The Editors 





“ONLY THE TAX COLLECTORS 
FOR UNCLE SAM” 


Editors, THE CONTROLLER: 


Referring to Mr. Smith’s letter, “Tax 
Panacea ?’’ which appeared in the Febru- 
ary 1959 issue of THE CONTROLLER, | 
would like to make a few comments. 

It seems to me that there would be a 
certain advantage in making the basis of 
tax collection the volume of sales. It 
would eliminate a lot of red tape and an- 
noyance, but, after all is said and done, 1n- 
dustry and the entire complex of business 
are only the tax collectors for Uncle Sam; 
income taxes and sales taxes are passed on 

(Continued on page 102) 
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thanks to automatic XEROGRAPHY... 


Save up to *500,000 a year, get superior quality, with 
this modern method of reproducing engineering drawings 


A spectacular breakthrough. . . as revo- 
lutionary as the invention of movable 
type and the printing press . . . has be- 
come a reality because of the devel- 
opment of the XeroX® Copyflo® 24 
continuous printer. 

This automatic xerographic machine 
...caricatured above by Artzybasheff 
... now provides the full benefits of a 
unitized microfilm system, the modern 
approach to high-quality, low-cost, 
rapid reproduction of engineering 
drawings. 

Original drawings are copied onto 
microfilm, and individual frames 


mounted in data-processing cards. 
From cards inserted into the Copyflo 
printer, positive prints (or offset paper 
masters) emerge dry, ready for imme- 
diate use—a 24”x36” print every 10 
seconds! 

Where the reproduction of hundreds 

. or thousands . . . of different engi- 
neering drawings is needed daily, look 
to automatic xerography and unitized 
microfilm. Write today for Booklet 
X-287 detailing the many advantages. 
Hatow Xerox Inc., 59-123X Haloid 
St., Rochester 3, N. Y. Branch offices 
in principal U.S. and Canadian cities. 


BENEFITS 

@ Quality superior to that of any other type 
of engineering drawing reproduction 

e Substantial savings, up to $500,000 a year 

e Storage space reduced up to 95% 

@ No sensitized paper required 

@ Time between request and print 
dramatically shortened 

e@ Reduced-size prints make handling easier, 
slash material costs, cut postage 


HALOID 
XEROX 
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of Accountants is putting on a discussion 























forum which will consider fringe benefit 
costs. We would very much like your per- 
mission to duplicate and distribute to the 
participants your summary on allocation 
‘arn of fringe benefit costs found on page 42 
: of the January 1959 issue of THE Con- 
sua Forthcoming Seatures ae. 
gontrowsrs Howarp G. JENSEN 
BIANCO, IN THE CONTROLLER Educational Director ‘ 
= Denver Chapter NAA 4 
University of Colorado ; 
Boulder, Colorado 
% A SIMPLIFIED STANDARD COST SYSTEM FOR INFORMATION RETRIEVAL ; 
A CONTINUOUS PROCESS OPERATION Eaters, Tie COMPROLLER: 
The IBM Research Library in San Jose, | Bu 
by George W. Frank California, is starting an experiment in f 
Information Retrieval which will involve Ff | 
microfilming selected articles from the [ by 
te THE ANALYSIS OF YOUR SPENDING DECISIONS periodical you publish. One print will be F per 
made from the microfilm and sent upon FP pyc 
by G A. TavI request to the engineer with the under- th 
y veorge A. taylor standing that it is to be used for research . 
purposes only. If you object to our repro- FF tha 
| ducing your documents, please inform us — ass 
%& FINANCIAL ASPECTS OF INVENTORY CONTROL immediately and we will delete your peri- — wa 
odical from the experiment. oo 
by Charles F. Margeson Marjorie GRIFFIN 
IBM Research Library | te 
San Jose, Calif. 
%& CONTROLLER COMMUNICATION EAA ae 
Ye are interested in this project and are : 
WITH TOP MANAGEMENT certainly willing to cooperate. sig 
—The Editors sin 
by Joseph Pelej adc 
wel 
. yea 
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to the consumer, mostly hidden, to make _P.S. Here is ‘‘A Retired Controller's View 


it less painful to pay them. of Electronics” : difference between o= 


Mr. Smith says ‘‘if the Government re- 


placed the income tax with a sales tax.” Or maybe fired, an estimate Ee 


A controller retired, 


Who is the Government ?—the people. EL OE Sao 
There is too much involved. How many He aie adie 


employes of the Government would lose But just the same and an appraisal ? wh 


their jobs! How many lobbyist and law- He’s part of the game 








yers would have to look for other employ- Of struggle and strife : a 
ment!! Wicd cide iv tas life An estimate of value expresses an opinion. 
° “l q 1re— . ook 
The most sensible approach would be Ait: ale sea It may or may not be an informed bates 2 Int 
1) to reduce all taxes by ; 2 eCO- 8 oy ears While an appraisal also expresses an opin- 
(1) to reduce all taxes by a more eco That avec E WW ? C 
nomical administration and (2) to find a ay ee ari ion, it must, to be valid, be based on an intel- \ 
saitiilh Uaatie Lait tie diecatetiad ook tbe: Don't bother him too much; ligent analysis of all the relevant facts. It must 
Ev : Sars ce Electronics and such be completely objective and without bias. our 
iventually our nation will be forced by Dies’ Debid teaiiaiin tanita : 
he urge scessity of ec ic survival have human touch ; For more than 60 years, The American late 
the urgent necessity of economic surviva Effic he b ; 2 : : 
to perform a radical operation to cut out wey dee Sp vchacmeg Appraisal Company has furnished industry wit 
th Ps von oo F oo ‘hich When the bell does ring, with reports based on authoritative infor- 
i e Steg ty 2 income tax whic Their answers make you blink— mation, supported by detailed factual data. 1 
slowly but surely destroys our economic iy : Ale a ae 
life. But, alas, they don’t think! per 
; ne : : Since 1896...LEADER in PROPERTY VALUATION for 
It is surprising how few businessmen  E. J. WAGENER Property control © Accounting + Insurance sche 
have taken any interest in the study of the Bradenton, Florida Taxes * Corporate financing ave’ 
theory of ground rent championed by gra 
Henry George. I realize, of course, that it FRINGE BENEFITS 
would be very difficult to make his sound aa ee G The AMERICAN ‘ 
idea of tax collection effective, but sooner ditors, LHE CONTROLLER: por 
or later his or a similar way will have to In the latter part of February the Den- APPRAISAL » 
be found. I hope not too late. ver Chapter of the National Association Company 
Home office: Milwaukee 1, Wisconsin to | 
. = : ———— — Offices in 18 Cities Coast-to-Coast schi 
CS ee MARCH 1959 inst 
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Business Down—Embezzlement Up 


Business firms lost more money because of embezzling 
by employes during the recent recession than in any other 
period in the past quarter-century. Discovered losses, 
brought to light through tighter business controls and 
other recession measures, cost insurance companies more 
than $57 million in 1957 alone. This, says Philip P. Laing, 
assistant secretary of the Aetna Casualty and Surety Co., 
was 250 per cent greater than in 1956 and the trend 
continued throughout 1958. 

The embezzlements ranged from piddling sums to more 
than $1 million. Furthermore, estimates of dishonesty losses 
not yet discovered range as high as $1 billion. ‘Bonding 
companies haven't handled as many dishonesty claims 
since the depression of the 1930's,” said Mr. Laing, who 
added that at least a dozen claims of $1 million or more 
were paid by bonding companies during the past two 
years. 

An analysis of the claims, both large and small, “indi- 
cates a pattern which has been repeated in slow business 
periods since 1900. It appears that during boom times 
management is so engrossed in production and sales it 
frequently pays too little attention to internal operations. 
But when business is bad, management gives close scrutiny 
to interior workings in an attempt to cut expenses and learn 
why profits have dropped. At this point, long-term em- 
bezzlement is often disclosed.”’ 


Interim Report: Education 


With concern widely and frequently manifested about 
our educational programs, teachers’ compensation, and re- 
lated matters, it is of interest to note a few straws in the 
wind, namely: 

1. Teachers’ salaries have been rising at a rate of 7% 
per year. The average salary of elementary and secondary 
school teachers in 1958 was $4792—about 13% above the 
average wage earner but still below the average college 
graduate. 

2. Of U. S. national income, 514% went for school sup- 
port during 1958—compared to 2% in 1945-46. 


Nevertheless, the challenges are still vast and urgent due 
to population growth, the increasing proportionate size of 
school population, and the need to improve the quality of 
instruction. 


The Art (or Science?) of Accountancy 


From an editorial in The Accountants’ Journal, a New 
Zealand publication, we glean these pertinent paragraphs: 

“Of the many misconceptions about the profession, one 
of the most harmful is the widely held opinion that ac- 
countancy is an exact science. There are many persons, in- 
cluding some accountants, who regard a set of balanced 
accounts with respect bordering on reverence, overlooking 
that in accountancy, more than in any other profession, the 
value of the results is dependent principally on the applica- 
tion of a number of arbitrary assumptions and postulates 
used in the preparation of those figures. The production of 
a set of accounts with the superficial appearances of ac- 
curacy is assuredly not the test of their worth as financial 
statements. ... 

“Tt would be a mistake, of course, to assume that there 
is anything of which to be ashamed in this situation. On the 
contrary, it is these very limitations on the exactness of ac- 
countancy which justifies its recognition as a profession. If 
skill and judgment were not required of a good accountant, 
there would be little on which to base such a claim. It is in 
the constant search for new methods and for their effective 
presentation to meet the needs of the community that the 
recognition of accountancy as an acceptable university dis- 
cipline depends. Accountants who overemphasize arithmeti- 
cal accuracy at the expense of the real meaning of the 
accounts inspire those derogatory references to the ‘account- 
ant’s mind,’ an outmoded conception which still bedevils 
the profession from time to time. 

“Paradoxically, the greater the public recognition of the 
limitations of accounting, the greater will be the oppor- 
tunity for the accountant to render more effective service to 
the community and to achieve greater status for himself.” 


Profits from the Costs Battle 


To maintain profit margins and allow corporate growth, 
continued efforts to increase efficiency and hold costs under 
control will be necessary declares the Chase Manhattan 
Bank in a recent economic analysis as it points to encourag- 
ing recent trends in corporate earnings and dividends. Dur- 
ing each of the postwar recessions, it notes, dividends have 
been maintained in the face of declining earnings. In 1958, 
for example, they were around 80% of post-tax earnings 
as opposed to a 47% average in the 1947-1957 period. 

A vigorous attack on costs and a sharp improvement in 
operating efficiency are credited, in part, for the improve- 
ment in profit margins after they had been pushed, at the 
bottom of the recession, lower than at any time in the post- 
war period. The decline and recovery of earnings spread 
through most lines with durables falling 50% between the 
first quarters of 1957 and 1958 while nondurables fell 
29%. On the up-side, durables began showing substantial 
gains in the final quarter of 1958 while nondurables earn- 
ings rose 36% from the first to third quarters of 1958. 


—PAUL HAASE 


TH COPPIROHARR. . ok eo iw es MARCH 1959 









105 











for forms-handling economy 


Economical operation makes SPEEDITACHER ideal for offices 
with ‘small quantity’ detaching jobs — where there are 
varying sizes of forms to be detached—where peak loads 
require supplementing heavy-duty equipment. 

It’s streamlined — it’s compact— it’s portable so that you 
can take SPEEDITACHER right to each form-detaching job 
location. Put it on a table—on a desk—plug SPEEDITACHER 
in and it’s ready to go to work for you! Loading is as simple 
as putting a form in a typewriter. 


Build control with 


Finger-tip controls for different form sizes are set in sec- 
onds! A simple twist of the control 
wheel and you are ready to detach. 
Read the whole story in our booklet— 
for a copy call the Moore man or write 
the Moore office nearest you. 


Moore Business Forms, Inc., Niagara Falls, N. Y., Denton, Texas: 
Emeryville, Calif. Over 300 offices and factories across 
U.S.,Canada, Mexico,Cuba,Caribbean, Central America. 


MOORE BUSINESS FORMS 
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C. W. Bastable 


NLESS AN ACCOUNTING SYSTEM is de- 
U signed so as to allocate costs accu- 
rately, its products can not be used with 
confidence. Inasmuch as labor costs are 
generally significant percentages of total 
costs, they must be handled with partic- 
ular care. Frequently, there are major de- 
ficiencies in the methods used to allocate 
labor costs in the accounts. Most of these 
deficiencies can be eliminated through the 
use of a base-point-labor-distribution sys- 
tem that is explained hereinafter. 


DEFINITION OF LABOR COSTS 

Labor costs should be defined carefully 
before any consideration is given to the 
mechanics of processing them in the ac- 
counts. There once was a time when the 
cost of engaging a worker's services con- 
sisted entirely of his gross earnings. So- 
ciological developments have changed 
this. Gross earnings are now but a part of 
the cost of engaging personal services. 
The other parts are social security taxes 
paid by employers, voluntary contributions 
to pension plans, workmen’s compensa- 
tion insurance, etc., and they are becom- 
ing increasingly larger percentages of total 
labor costs. They are no longer immaterial 
in amount, and they should not be ex- 
cluded from any meaningful computation 
of true labor costs. 

In the base-point-labor-distribution sys- 
tem, as should be the case in all systems, 
labor costs are defined as all the costs 
mentioned above that an organization as- 
sumes when it hires employes. 


HOURLY DISTRIBUTION RATE BASED 
ON ANNUALIZED COMPENSATION 


Complete and accurate labor cost allo- 
cation, on an individual employe basis, re- 
quires the computation of individual 
hourly distribution rates based on annu- 
alized compensation. The first step in de- 
termining these rates is to compute the 


Base-Point Labor Distribution 





Describes the method by which full costs of 
employe services, including vacation leave, 
are allocated equitably in various accounts 


normal number of expected working 
hours in the year for each employe, as 
follows: 


Number of days in year 365 
Less: 
Saturdays and Sundays 104 
Holidays observed 9 
Vacation days granted 10 
Average number of days lost 
through illness (based upon av- 
erage experience) o. 
Normal workdays in year 236 
Hours worked per day X7 
Normal work hours per year 1652 


The next step is to compute the total 
annual cost for each employe on the basis 
of current conditions rather than future 
payroll changes. Assuming that the sum 
of gross compensation and other costs 
amounts to $5,400 for a given employe, 
his expected hourly employment cost 
would be $3.269 on the basis of 1652 an- 
ticipated hours of actual work per year. 
This is his hourly distribution rate. One 
such rate is computed for each employe. 

When multiplied by hours worked, the 


hourly distribution rate provides the labor 
cost to be allocated to work in process or 
to departments other than the one in 
which an employe is based. It should be 
noted that the product of hours worked 
and the distribution rate can be expected 
to exceed the total outlay for an employe’s 
services in an average week or month. The 
excess, as is later explained, absorbs leave 
costs when they occur. 


THE BASE-POINT CONCEPT 

In order to understand the base-point 
concept, it will be helpful to review the 
practice of accruing vacation leave. This 
practice serves two purposes. First, it dis- 
closes the liability for accrued vacation 
time in the balance sheet. Second, it allo- 
cates the full annual salary of an employe 
over those days during the year when he 
is actually on the job. These points are 
readily illustrated by a simplified case. 
Assume that an employe earns $100 per 
week, that he works 50 weeks, and that he 
takes an authorized, two-weeks vacation 
at the end of the year. If he is paid 
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weekly, the following entry would be 
made each week for the first 50 weeks: 
104,00* 


100.00 
4.00 


Dr. Work in Process 
Cr. Cash 
Cr. Accrued Wages Payable 


* Annual salary of $5200 ~— 50 work weeks 


At the end of 50 weeks, accrued wages 
payable (measuring liability for vacation 
leave) would amount to $200. Thus, 
when the employe is in a vacation status 
for the next two weeks, the following en- 
try would be made each of those weeks: 


Dr. Accrued Wages Payable 100.00 


Cr. Cash 100.00 


The mechanics of the above, however, tend 
to obscure an important concept. 

In the process of accruing vacation 
time, the accrued wages payable account is 
a focal point, or base point as it will be 
called later, in the allocation of wage costs 
to proper accounts. It may help to visu- 
alize the accrued wages payable account as 
a sort of clearing account. Revision of the 
first of the preceding entries may facilitate 
understanding. Instead of one entry each 
of the first 50 weeks, two entries might 
be made. One entry would record the ef- 
fective cost of employment and the re- 


lated liability: 


Dr. Work in Process 104.00 


Cr. Accrued Wages Payable 104.00 


The other entry would record how much 
of the liability is discharged by a current 
payment to the employe: 


Dr. Accrued Wages Payable 100.00 


Cr. Cash 100.00 


These revised entries indicate how the ac- 
crued wages payable account is in effect a 


1 








base point through which labor costs are 
cleared. Once this base-point concept is 
recognized, it can be extended to achieve 
better labor distribution 7” cases where va- 
cation leave is not accrued as a liability. 


EXTENSION OF 
THE BASE-POINT CONCEPT 

The accrued wages payable account does 
not have to be the base point. Any other 
logical account may be so designated. The 
most logical one is, of course, the one 
through which salary costs are normally 
cleared. It is hard to name this account 
unmistakably because of the lack of stand- 
ardization in accounting terminology and 
because of variations in different kinds of 
businesses. It might be the labor account, 
the salaries expense account, the payroll 
account, or any other similarly named ac- 
count. 

Regardless of the name of the account 
that is designated as the base point, the 
account is handled in only one way. All 
labor costs (gross salaries and related 
labor costs) are charged to it when peri- 
odic payrolls are prepared. Then, the real 
labor costs are determined by multiplying 
hours worked by hourly distribution rates. 
The resulting costs are allocated to a Se 
priate accounts, and their total is credited 
to the base-point account. (In practice, all 
this may be accomplished by means of one 
combined entry.) As has previously been 
noted, costs allocated will exceed outlays 
for labor in some periods. This creates 
credits in the base-point account. These 
credits absorb the costs of authorized 
leave, which is always charged to the base- 
point account. 

Theoretically, there should be no bal- 
ance in the base-point account at the end 
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of a year because of the way in which the 
hourly distribution rate is computed. As q 
a matter, however, there will be 

alances. Some employes will get raises, 
Thus, they will take vacations at rates of 
pay higher than those that created credits 
in the base-point account for the purpose 
of absorbing vacation costs. Also, actual 
experience with sick leave can not be ex. 
pected to agree precisely with the sick. 
leave allowance used in computing the 
hourly distribution rate. Notwithstanding, 
any debit or credit balances in the base. 
point account at the end of the year are 
likely to be small. As such, they can be 
disposed of as manufacturing cost adjust. 
ments. 

Although the preceding paragraph sug. 
gests that the base-point concept is limited 
in its application to manufacturing per- 
sonnel, such a limitation is by no means 
intended. If a business keeps records of 
departmental costs, it will have to keep its 
salary costs by departments. Problems 
arise when employes are transferred either 
temporarily or permanently from one de. 
partment to another. 

In the case of a temporary transfer, the 
department to which an employe is tem- 
porarily assigned should bear its pro rata 
share of the real cost of the employe’s 
time. This is accomplished by charging 
that department for the employe’s time 
on the basis of the hourly distribution 
rate. Since this charge will always exceed 
the straight time, plus related employment 
costs, for the same number of hours, the 
difference is automatically credited to the 
employe’s permanent department. It is the 
contribution of the temporary department 
to the cost of annual and sick leave taken 
by the employe. 

When an employe is transferred perma- 
nently to a new department, he may have 
a significant leave accumulation. The cur- 
rent value of this accumulation (hours of 
leave accumulation multiplied by the em- 
ploye’s straight hourly rate, plus propor- 
tionate related employment costs) 1s 4 
cost for which the old department is te- 
sponsible. Adjustment can be made for 
this under the base-point concept by 
charging the amount to the old depatt- 
ment and crediting it to the new depatt- 
ment. 

Should there be any overtime costs, it 
is intended that they be distributed at 
their actual amounts to the jobs or de- 
partments for which overtime was neces 
sary. If overtime is regularly scheduled, 
then no one job or department is neces- 
sarily responsible for it. Neither a job nor 
a department should, through chance, be 
charged for overtime premiums under 
such circumstances. Instead, the cost of 
regularly scheduled overtime should be 
included when hourly distribution rates 
are computed. This will insure equitable 
distribution of overtime costs. 

Rather than risk misunderstanding on 
another point, mention should be made of 
the method of dealing with holidays. No 
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time is reported for holidays on time 
cards. If, for example, there is a holiday 
in a given week, individual time cards 
should account for only 28 hours (4 days 
of 7 hours). The employes are paid for 
the holiday, and the hourly distribution 
rate allocates the cost of holidays over all 
the normal work hours during a year. 

This extension of the base-point con- 
cept may be understood more readily by 
means of an actual case. The corporation 
in point, though small, had a variety of 
diverse activities. It engaged in some man- 
ufacturing, accumulating costs on a job 
order basis. It also maintained other de- 
partments that conducted business unre- 
lated to the manufacturing activities. Em- 
ployes were paid monthly. Some employes 
were frequently transferred from job to 
job, from job to department, and from 
department to department. Employes per- 
manently assigned to one department were 
sometimes temporarily reassigned to other 
departments. Although each employe kept 
atime report, accurate labor cost distribu- 
tion posed a number of problems. 

One problem was created by the prac- 
tice of paying employes monthly. The 
number of work hours, exclusive of any 
overtime, varied from 140 in some months 
to 154 in others. Past practice had been to 
distribute labor costs by dividing each em- 
ploye’s monthly compensation by the ac- 
tual number of work hours in each month. 
This meant that the compensation of any 
= employe was distributed on the 
asis of varying hourly rates from one 
month to the next. Thus, a given amount 
of time for one employe might be charged 
to a job at one amount in January and a 
different amount in February. 

Another problem existed with respect 
to vacation time. To what account should 
gacation costs be charged for those em- 
ployes who worked on various jobs and/ 
or in various departments? The difficulty 
was aggravated by the need to be consist- 
ent. Vacation costs of permanent depart- 
mental employes were charged to salaries 
expense and identified as to department. 
Vacation costs of persons employed to 
work on long-term jobs were charged as 
direct labor costs to the jobs. How could 
the vacation time of the “transients” be 
handled so that the cost would be allo- 
cated to jobs and departments in a com- 
parable manner and with reasonable pre- 
cision? 

The corporation did not care to accrue 
vacation time, but it did wish to allocate 
labor costs on a sound basis. The objective 
was for each job or department to bear its 
fair share of all costs related to the em- 
ployment of personnel, including the cost 
of annual and sick leave. 

The objective was achieved by means 
of the base-point concept and the hourly 
distribution rate based on annualized com- 
pensation. Because departmental cost state- 
ments were to be prepared, the salaries 
account was subdivided, in a subsidiary 


HOLIDAY PRACTICES 


A tabulation of holiday practices of 210 companies in 
New York City indicates that, as a general rule, the majority 
of companies close for nine holidays during the normal 
year, including an average one-half day for Election Day. 
In 1959, according to the survey by the Office Executives 
Association, the majority of companies will close for seven 
holidays: the difference is that neither Memorial Day nor 
Independence Day will be observed as full holiday by vir- 
tue of the fact they both fall on a Saturday. 


record, into 13 categories, e.g., general ad- 
ministration, accounting, shipping and re- 
ceiving, periodicals, research staff, etc. 
These categories conformed precisely with 
the plan of organization. Each employe 
was based for accounting purposes in his 
appropriate category. Monthly, each cate- 
gory of the salaries account was charged 
for the full costs of employes based in it 
and credited for the proper cost of the 
time that any of these employes worked 
elsewhere. 

An example may help to convey what 
the foregoing accomplished. Assume that 
employment of a hypothetical individual 
entails a total monthly outlay of $345.75 
in the month of March, which has 147 
working hours. The employe is based in 
the research staff, but he worked 120 
hours on Job #409 and 27 hours in the pe- 
riodicals department. His hourly distrib 
tion rate is $2.501. Theoretically, two en- 
tries would be made. One entry would re- 
cord cost allocation: 


Dr. Work in Process (Job #409) 
Dr. Salaries (Periodicals) 
Cr. Salaries (Research Staff) 


300.12 
67.53 
367.65 


The other entry would record payment: 


Dr. Salaries (Research Staff) 345.75 


Cr. Cash 345.75 


It should be noted that these entries create 
a credit balance of $21.90 in the research 
staff subdivision of the salaries account. 
This credit, along with credits from other 
months, will absorb leave costs subse- 
quently charged to the salaries account 
(research staff). In actual practice, short 
cuts in processing labor costs merge the 
two entries into one, as follows: 


Dr. Work in Process (Job #409) 300.12 

Dr. Salaries (Periodicals) 67.53 
Cr. Salaries (Research Staff) 21.90 
Cr. Cash 345.75 


It should be noted that base-point labor 
distribution, as — to the salaries ac- 
count, creates credit balances within the 
salaries account, against which there are 
charges when employes take their vaca- 
tions. Needless to say, it would be better 


to accrue the liability rather than to hide 
it in the salaries account. However, in 
business firms where employes are regu- 
larly required to take their vacations dur- 
ing the year, the taking of vacations gen- 
erally results in cancellation of any credits 
that are built up during a year. 


ADVANTAGES OF 
BASE-POINT LABOR DISTRIBUTION 

Base-point labor distribution insures 
that every department will bear its fair 
share of the complete costs of any em- 
ployes temporarily assigned to it from 
other departments. Conversely, base-point 
departments are relieved of bearing such 
portion of leave costs as related to the 
time any of its i. are temporarily 
assigned to other departments. With re- 
spect to employes assigned to manufactur- 
ing activities, base-point labor distribu- 
tion also guarantees that each job will 
bear the full costs of direct labor despite 
the length of time that workers are as- 
signed to it. 

Regardless of when employes may be 
transferred permanently to new depart- 
ments, every department can be charged 
for the correct amount of annual leave 
costs. The manner in which this is done 
has been explained. 

Annual and sick leave are charged to 
overhead accounts in some accounting sys- 
tems. This may result in distortion of 
overhead and overhead rates—especially 
if employes are permitted to favor certain 
months. Base-point labor distribution 
eliminates this distortion. 

The hourly distribution rate based on 
annualized compensation, which is used 
in connection with base-point labor dis- 
tribution, results in four important advan- 
tages. First, it establishes a true hourly 
labor cost for each employe that is very 
useful when budgets and cost estimates 
have to be made. Second, it enables labor 
costs to be posted, subject to availability 
of time reports, as currently as desired 
without the need for making any other 
payroll computations. Third, it enables 

(Continued on page 147) 
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This pre-punched plastic tape is the 
key to the flexible efficiency and 
simplicity of the new IBM 632. In- 
serted in back of the typewriter, the 
tape automatically instructs the ma- 
chine to perform the desired opera- 
tion, reducing clerical error by 
eliminating virtually all manual 
instructions. For a different applica- 
tion, the tape can be changed in 
a matter of seconds. So simple is 
the 632 to operate that any typist 
can learn to use it in a few minutes. 


Punched Card Output, too! As an op- 
tional feature, the IBM 632 can simulta- 
neously prepare punched cards for use in 
further machine processing . . . such as sales 
analysis, inventory control, accounts receiv- 
able, and many other accounting reports. 








IBM 632 





typistan operate it 


ELECTRONIC TYPING CALCULATOR 


Here’s the compact, cost-cutting answer to your 
office operations, such as billing, that require both 
typing and calculating—|IBM’s 632 Electronic Typ- 
ing Calculator. » The IBM 632 adds, subtracts, 
multiplies, carries totals, computes taxes, subtracts 
discounts, inserts decimal points, stores information 
in its magnetic core “memory,” and types out re- 
sults—all automatically. » Yet the IBM 632 is so 
simple to operate that any typist can learn to use 
it in minutes! And for use with more extensive data 





processing equipment, Punched Card Output is 
offered as an optional feature. - For more infor- 
mation, call your local IBM representative today. 


® 


IBM 


ELECTRIC TYPEWRITER DIVISION 











Insufficient Depreciation and Inflation— 


What Can Be Done About It 


Maurice E. Peloubet 


Statistics prepared by McGraw-Hill Publishing Company 
show that about $95 billion out of a total plant investment 
of some $300 billion in the United States is considered 
obsolete by its owners. Naturally, these companies would 
like to replace this equipment with new and more efficient 
machinery. This, however, is impossible, particularly with 
the smaller enterprise, because of the antiquated and un- 
realistic depreciation methods forced on the American tax- 
payer by our tax statutes and their interpretation by the 
United States Internal Revenue Service. 


ANY are now thinking about the prob- 
M lems we are faced with because of 
the depreciation methods which taxpayers 
are forced to use in this country for in- 
come tax purposes. Conditions were seri- 
ous ten or twelve years ago when a few 
companies and individuals raised the 
question with the Internal Revenue 
Service and the Securities and Exchange 
Commission and the problem has steadily 
increased since then in magnitude and im- 
portance. Some things have happened— 
principally the allowance of five-year 
amortization—which, while it was in ef- 
fect, tended for a time partially to obscure 
the problem. 





MAURICE E. PELOUBET, partner since 1921 in Pogson, 
Peloubet & Co., New York, presented this paper at a meet- 
ing of the New York City Control of Controllers Institute of 
America. Mr. Peloubet, a CPA, active in many accounting 
organizations, and author of “Audit Working Papers,” has 
been a consultant to the WPB, to the U.S. Navy Depart- 
ment, and a member of the Accounting Policy Committee of 
the Fiscal Budget and Accounting Task Force of the Hoover 
Commission. He was in charge of a special mission for the 
United States and British Combined Chiefs of Staff in Europe. 


However, more and more enterprises 
have become more and more convinced 
that they cannot continue to maintain 
their productive facilities if they must pay 
for a large part of their replacements and 
maintenance of plant investment with tax- 
paid dollars where each dollar that has 
been paid for replacement is a tax-paid 
dollar which costs $2.0814. Everyone in 
business knows the story of the small 
enterprise which must use a high propor- 
tion of long-lived property; for example, 
a machine shop or a printing establish- 
ment. Profits are shown and taxes are paid 
on them, but when tools and machinery 
must be replaced not enough cash is avail- 
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A LIFO method for fixed assets : 


able because the depreciation allowance 
has been calculated on the fallacious and 
unrealistic assumption that the same 
amount of dollars of the same value could 
be used to replace the machinery as was 
originally paid for it. 

We all know that the dollar has de. 
clined in value. We have several indexes, 
which are in substantial agreement, which 
prove this. Everyone knows of small en- 
terprises which have been forced out of 
business through liquidation or merger 
primarily because of insufficient funds to 
maintain their investment in machinery 
and equipment. 

If the problem were a domestic one en- 
tirely, that is, if nothing worse were hap- 
pening than a more rapid strangling of 
small business and the slower decline of 
large businesses which are forced into un- 
sound financing methods, it would be bad 
enough. Much worse, however, is the 
fact that on top of this the competitive Ee 
sition of this country compared with either 
its friends or its enemies is rapidly de- 
teriorating. 


EFFECT OF INVESTMENT 
IN DEPRECIABLE PROPERTY 

One of the characteristics of a dynamic 
economy, such as we have in this country 
or that of Western Germany, is that ac 
tivity in one enterprise or one sector gen- 
erates activities in others. If a manufac- 
turer buys a machine, he does not merely 
transfer so much money for so much fabri- 
cated steel, copper or other materials. 
What he does, in effect, whether the ma- 
chine is bought from stock or made on 
special order, is to buy the material from 
which the machine is made and to employ 
the engineers and mechanics to make it. 
The producers of the materials in tum 
buy other materials, supplies and services, 
and so on through a long cycle. 

Income taxes are collected on personal 
incomes and on corporate profits resulting 
from gainful activity. If we buy machinery 
and equipment we put the amount into 
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the income stream and this in turn pro- 
duces activity, which produces income, 
which produces taxes. (See Exhibit I.) 


REINVESTMENT DEPRECIATION 
LEGISLATION 

Reinvestment depreciation permits the 
taxpayer to deduct, as additional depreci- 
ation, the difference between the value of 
property retired at historical cost and any 
new investment in depreciable property 
in current dollars which is equivalent to 
the property retired. This equivalent, ac- 
cording to HR-13289, a bill providing for 
reinvestment depreciation introduced in 
the last session of Congress and reintro- 
duced as HR-131 in the present session, 
would be determined by an index number 
compiled by the Secretary of the Treasury 
in somewhat the same way as he compiles 
indexes for use in dollar value LIFO 
values. 

Allowance for reinvestment deprecia- 
tion would be made only when the two 
events took place—retirement and the in- 
vestment of the equivalent amount in cur- 
rent dollars. The bill also provides for a 
two-year carryover as replacements and re- 
tirements do not always take place in the 
same taxable year. The bill further pro- 
vides that any taxpayer electing reinvest- 
ment depreciation would automatically 
give up any rights to capital gain treat- 
ment on any gains resulting from the sale 
of depreciable property. 


EFFECT OF REINVESTMENT 
DEPRECIATION ON TAX REVENUE 

The total depreciation taken for federal 
income tax purposes is in the general mag- 
nitude of $12 Fittion to $15 billion. Even 
if the total amount of the difference be- 
tween current-value depreciation and his- 
torical cost depreciation, variously esti- 
mated at between $4 billion to $6 billion 
per year, were allowed as additional de- 
pteciation, it would take a long time to 
work off the present backlog of obsolete 
machinery pe equipment. 

How much would the tax revenue be 
decreased if additional depreciation on 
the reinvestment method were to be al- 
lowed in the amount, say, of $6 billion? 

Obviously, the taxpayers who received 
this allowance would pay $3.12 billion 
less tax than they otherwise would at a 
52% rate, but that is not the end of the 
story. It is assumed that two events would 
take place before the taxpayer could te- 
ceive any benefit. First, property must be 
tetired; and second, an amount equivalent 
in current dollars to the historical cost of 
the property retired must be spent for 
other depreciable property. 

In the long run, there would be a sub- 
stantial gain in revenue, as the deprecia- 
tion for the life of the new property, after 
the deduction of the reinvestment depre- 
ciation, would be calculated on the re- 
duced base. For example, property with a 
historical cost of $1,000 and a current cost 





EXHIBIT | 


WHAT HAPPENS WHEN $100 IS SPENT FOR MACHINERY, 
EQUIPMENT, OR OTHER DEPRECIABLE PROPERTY? 
A representative manufacturing corporation, when it spends $100 for machinery and 
equipment, buys from a company which typically spends $55 for materials, $35 for 
labor, and makes a profit of $10. 





Materials, 
Supplies 
and Services Labor Profit Tax Rate Tax 
When $100 is spent it goes for $55.00 
35.00 20% $ 7.00 
$10.00 52% $ 5.20 
Materials, supplies and services which cost $55 $30.25 
come from other companies $19.25 20% $ 3.85 
$ 5.50 52% $ 2.86 
We could go on dividing the materials purchased 
by one company into material and labor costs 
of another many times, each time showing a 
smaller additional profit. However, as all ma- 
terial eventually comes from labor, we have 
taken the second material figure and treated $27.22 20% 5.45 
it as labor with a profit. $ 3.03 52% $ 1.57 
This gives us an approximate figure for the 
amount of tax which would be paid because 
of the activity caused by the expenditure of 
$100 for any sort of depreciable property. $25.93 





The Treasury could, therefore, allow additional depreciation in the first year of 
operation of $50.00 for each additional $100 spent for machinery and equipment with- 
out loss as a $50.00 deduction would, at a 52% rate, reduce the tax 2 $26, the 
amount of tax generated by spending $100. 

After the first year the Treasury would gain as the depreciation would be calculated 


on the remaining 50% only, the amount left after the first year’s deduction of 50%. 
§ U7 y y 





of $2,000 would be depreciated in the 
first year by the deduction of $1,000 rein- 
vestment depreciation, and thereafter on 
a base of $1,000. If the amount of income 
tax generated by the expenditure of the 
$2,000 compensates for the additional al- 
lowance in the first year, there would be 
additional income tax paid over the life 
of the property equivalent to the tax on 
$1,000, the difference between the current 
cost and the base as arrived at for pur- 
poses of reinvestment depreciation. It 
seems, therefore, fair to say that the appli- 
cation of reinvestment depreciation would 
cause no current loss of revenue and 
would increase the revenue in subsequent 
years. 


EFFECT OF 
SHORTENING LIVES 

It is quite probable, although by no 
means certain, that a drastic shortening of 
lives, as recommended by several wit- 
nesses at the hearings before the Ways 
and Means Committee in January 1958, 
would have somewhat the same effect. In 
view of the heavy backlog of obsolete ma- 
chinery and equipment, it is probable that 
most of the additional depreciation al- 
lowed under a drastic shortening of lives 
would be reinvested. Obviously, if all the 


additional depreciation were reinvested, 
the economic effects would be substan- 
tially the same as those under reinvest- 
ment depreciation. 

If the shortening of lives were per- 
mitted for property already in the pos- 
session of a taxpayer as well as for new 
property, then the results might very well 
approximate those of reinvestment depre- 
ciation. If, however, the shortened lives 
were permitted only on new machinery 
and equipment, there would still be a sub- 
stantial discrimination against taxpayers 
using long-lived property although this 
would not be as heavy as it is at the pres- 
ent time. 


FULL REPLACEMENT DEPRECIATION 


It is generally agreed among those who 
are advocating depreciation reform that if 
it were a legislative possibility, the ideal 
method of reform would be full replace- 
ment depreciation. Whether the advocates 
of this method believe the legislative en- 
actment of such a method is possible, we 
do not know, but we do know that there 
are few, if any, among those acquainted 
with the legislative and technical prob- 
lems involved, who think there is a rea- 
sonable possibility of such enactment. 
Those who advocate reinvestment depre- 
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ciation are fully aware of the theoretical 
excellence and logical appeal of complete 
replacement depreciation, and they under- 
stand fully that reinvestment depreciation 
is only a step, although a long one, to- 
wards that goal. It is thought that rein- 
vestment depreciation, as it does not re- 
quire any revaluation of property, any 
estimate of the future, or any recovery on 
any particular item of property of more 
than historical cost, may fit within the 
present framework of tax theory and phi- 
losophy somewhat better than full replace- 
ment depreciation. 
















































REINVESTMENT DEPRECIATION 
A FIRST STEP 

It is also thought that a few years of 
successful operation of reinvestment de- 
preciation might pave the way for the 
adoption of full replacement depreciation. 
In any event, reinvestment depreciation is 
a transitional proposal which will give a 
substantial amount of much needed relief 
without doing too much violence to the 
basic concepts under which the Treasury 
and the Internal Revenue Service operate. 
Its proponents do not think the method 
is ideal or final, but they do think it is a 
practical approach under present condi- 
tions. 


SHORTENED LIVES 
A PARTIAL SOLUTION 

The reasoning of those who advocate 
shorter optional useful lives is somewhat 
similar. They do not think that their solu- 
tion is final nor do they think it is the- 
oretically correct in every way. It is obvi- 
ous that a shortening of lives will go a 
long way towards correcting inadequate 
depreciation. The records of the operation 
of five-year amortization under Certificates 
of Necessity indicate that the shortening 
of lives under those Certificates almost 
compensated in some years for the differ- 
ence between historical and current-value 
depreciation, and this effect would follow 
to a greater or lesser degree from any 
shortening of lives. 


DIFFERENT METHODS 
NOT COMPETITIVE 


There is no particular purpose in com- 


ing time clocks again. 


paring the two methods. They happen to 
have somewhat similar effects, and they 
both happen to be methods of accelerating 
depreciation. The methods are not com- 
petitive. In order to have replacement or 
reinvestment depreciation, we must have 
estimated useful lives and depreciation 
rates, and the more realistic these are, the 
better the method will work. 

Any advocate of replacement or rein- 
vestment depreciation would, therefore, 
welcome any shortening of lives and any 
advocate of shortened lives would wel- 
come any improvement in a general de- 
preciation method. The difference between 
these groups of witnesses is largely one of 
emphasis. 


BULLETIN “F” 
SHOULD NOT BE REISSUED 

The two questions should be considered 
separately. It seems to be generally agreed 
that the lives in the Internal Revenue 
Service Bulletin F are largely based on 
historical evidence accumulated in periods 
of depression and financial stringency. 
The experience was also accumulated in 
periods when technological advance was 
proceeding at a much slower rate. There- 
fore, while it is probably true that Bulle- 
tin F rates can be supported by some sort 
of historical evidence, it is equally true 
that this type of evidence is largely irrele- 
vant and has little or no bearing on pres- 
ent-day conditions. 

The general view seems to be that Bul- 
letin F, with its insistence on physical life 
and its minute classification of deprecia- 
ble property, has outlived whatever use- 
fulness it once may have had. It either 
should not be reissued at all or should be 
reissued in a different form, based on 
broad classifications, with a substantial 
latitude and option given to the taxpayer 
in much the same way as has been de- 
scribed by the advocates of shortened 
lives. 


PRESENT USEFUL LIVES DO NOT 
PROVIDE FOR OBSOLESCENCE 

It is estimated that it would cost $95 
billion to replace all obsolete facilities in 
this country with the best new plant and 
equipment. This is based on the results of 


UNION FUNDS REOPEN FACTORY 

In November 1958 when 325 employes of the Merrimac 
Hat Company, Inc., Amesbury, Mass., became idle and 
company officials pondered liquidation, the Union Hat Cap 
and Millinery Workers International Union offered to 
help finance the company. In December union members 
bought stock and further private financing was found. The 
company was then able to keep going and in early February 
1959 the first maintenance and office workers began punch- 
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a questionnaire addressed to industry by 
the McGraw-Hill Publishing Company, 
in which this question was asked of 4 
large number of representative enterprises 
in all types of business throughout the 
country. There seems to be no reason to 
doubt the substantial validity of this fig. 
ure. 

As .the total depreciation allowed for 
tax purposes in the United States is some. 
thing in the general range of $12 billion, 
it appears that it would take about six 
years of depreciation on the present base 
at present rates to pay for what is obsolete 
now. While this lag was being taken up, 
we would also have six years more of oh 
solescence on plant now in use. 

If any proof beyond day-to-day obser- 
vation of industry were needed to prove 
that Bulletin F rates are unrealistically 
long and do not, in any effective way, pro- 
vide for obsolescence, the existence of this 
enormous backlog of obsolete pro 


would make it perfectly clear that little or | 


no obsolescence is provided for under 
present depreciation rates. 

Deficiency in depreciation measured by 
the difference in depreciation as now al- 
lowed, and depreciation at the same rates 
on current value, is estimated at some. 
thing between $4 billion to $6 billion per 
year. The figure of $6 billion is estimated 
by George Terborgh of the Machinery 
and Allied Products Institute and seems to 
be reasonable and soundly based statisti- 
cally. 

Any method of depreciation reform 
should, therefore, be directed both toward 
eliminating some of the lag in the provi- 
sion for obsolescence and to the closing of 
the gap between depreciation on historical 
and current values. None of the methods 
proposed would provide for more than a 
part of the gap between current-value and 
historical cost depreciation and, if all the 
methods proposed were combined, the re- 
sults would still fall far short of the 
amount required to cover both the gap be- 
tween current and historical cost deprecia- 
tion and some part of the backlog of ob- 
solescence which is not now provided for. 


UNANIMITY ON PROBLEM— 
NO METHOD OF REFORM PERFECT 
The situation may be summed up by 
saying that the advocates of depreciation 
reform of any type are fully aware of the 
importance of the problem and are gen- 
erally agreed on its magnitude; that 1s, 
the gap between current-value and histoti- 
cal cost depreciation and the reduction 
and elimination of the backlog of obsolete 
machinery and equipment. The various 
methods of reform which have been pfo- 
posed will admittedly result in relief 
which is inadequate by any reasonable 
standard. None of the proponents of these 
methods makes any claim that any partic 
ular method proposed has any merit be- 
yond partial relief and possible acceptance 
by Congress. 
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METHODS NOT COMPETITIVE 


There has been some suggestion that 
the fact that witnesses testified in favor of 
several different methods of reforming de- 

reciation and of curing the present in- 
adequacies and inequalities has caused 
confusion and doubt in the minds of the 
members of the Ways and Means Com- 
mittee and officials of the Treasury De- 
partment. There should be no such confu- 
sion because the different witnesses were 
not presenting competitive or mutually 
exclusive proposals or remedies. 

On one point there was almost complete 
unanimity ; that is, on the nature and seri- 
ousness of the problem. Without excep- 
tion, the witnesses took the position that 
depreciation allowances under present 
statutes and present practices of the In- 
ternal Revenue Service are inadequate and 
insufficient. The witnesses also stated 
unanimously that the insufficiency in de- 
preciation presented a serious financial 
and management problem, was holding 
back the modernization and maintenance 
of machinery and equipment, and was 
contributing to increase the already very 
large amount of obsolete machinery still 
in use. 

The witnesses addressed themselves 
basically to two different but parallel | ape 
lems—methods and rates. Methods of 
depreciation reform intended to recognize 
the impact of inflation, that is, full re- 
placement depreciation and reinvestment 
depreciation have nothing to do with 
useful lives or depreciation rates. The 
proponents of those methods merely pro- 
posed ways in which, under the present 
rate structure, these rates would be ap- 
plied to a realistic current base rather 
than to an artificial and inadequate his- 
torical base. These witnesses neither ap- 
proved nor disapproved the present rate 
structure although there is little doubt 
that if questioned, they would agree that 
under the present rate structure, estimated 
useful lives are unrealistic and deprecia- 
tion rates are too low. 

In substantiation of this statement, it is 
interesting to note that some of the wit- 
nesses advocating replacement or rein- 
vestment depreciation have already gone 
on record in other connections as being 
opposed to the reissue of Bulletin F with 
revised rates, arrived at on the present 
bases, and have stated that they favor 
some shortening of lives, substantially on 
the “Bracket” or Canadian Systems. 

Those witnesses who confined them- 
selves to the presentation of proposals 
which involve the Bracket System, or some 
other method of optional shortening of 
lives, were well aware of the nature and 
seriousness of the problem and took the 
position that the type of acceleration which 
they proposed would, to some extent, 
compensate for the admitted inadequacy 
of depreciation under present statutes and 
regulations. 
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METHODS ADVOCATED AT WAYS AND MEANS HEARINGS— 
JANUARY 1958 


At the hearings the testimony of the following witnesses 
covered in some way the question of depreciation reform, 
and may be classified as follows: 


REVALUATION OF DEPRECIABLE ASSETS AND FULL REPLACE- 
MENT DEPRECIATION TO BE ALLOWED THEREON 


Homer Davison, American Meat Institute 

William J. Grede, National Association of Manufacturers 

Rev. William T. Hogan, S.J., Fordham Favor reinvestment 
University depreciation as a 

William A. Paton, University of Michigan more practical form 

Herschel C. Smith, H. C. Smith Oil Tool Company 

Leonard Spacek, Arthur Andersen & Company 


REINVESTMENT DEPRECIATION 

Andrew J. Cothran, American Cotton Manufacturers Institute 
(with additional relief under a “Bracket System” of useful 
lives ) 

Rev. William T. Hogan, S.J., Fordham University 

Frederick T. Marston, the Lithographers National Association 

William A. Paton, University of Michigan 

Fred W. Peel, Alvord & Alvord 

Maurice E. Peloubet, Pogson, Peloubet & Co. 

Gregory S. Prince, Association of American Railroads 


“BRACKET SYSTEM’’—SHORTENING OF LIVES OPTIONAL WITH 
TAXPAYER 


William C. Antoine, Pennsylvania State Chamber of Commerce 

Joel Barlow, Chamber of Commerce of the United States 

Charles H. Brown, Congressman, Missouri (also favored exten- 
sion of accelerated methods of depreciation to used assets, and 
an additional allowance in first year of acquisition) 

Andrew J. Cothran, American Cotton Manufacturers Institute 
(also advocated reinvestment depreciation ) 

Philip R. Marsilius, National Tool & Die Manufacturers Asso- 
ciation 

Charles Stewart, Machinery and Allied Products Institute 


ALLOWANCE OF ADDITIONAL DEPRECIATION IN YEAR OF . 
ACQUISITION 

American Institute of Laundering (statement filed with the 
Committee ) 

Charles H. Brown, Congressman, Missouri (and was in favor of 
the “Bracket System’ of useful lives, and extending acceler- 
ated depreciation methods to used assets ) 

Vernon Herndon, the American Hotel Association 


EXTENSION OF DOUBLE DECLINING BALANCE OR SUM-OF-THE- 
Dicits METHOD TO USED MACHINERY 

Joel Barlow, Chamber of Commerce of the United States (to- 
gether with ‘‘Bracket System’) 

Charles H. Brown, Congressman, Missouri (in addition to 
“Bracket System’ and additional first year allowance) 

Allan H. W. Higgins, the New England Council 

Albert Love, Printing Industry of America 

Philip R. Marsilius, National Tool & Die Manufacturers Asso- 
ciation (in addition to the “Bracket System’’) 

Archibald M. Peisch, Smaller Business Association of New Eng- 
land 

Elmer W. Pfeil, Machinery Dealers National Association 

David Scribner, National Association of Real Estate Boards 

Charles Stewart, Machinery and Allied Products Institute (and 
favored “Bra-ket System’) 














DIFFERENCES ARE IN EMPHASIS 

The witnesses were unanimous on which 
method of reform was basically correct or 
ideally desirable. The differences of opin- 
ion were based principally on practical 
considerations; that is, what proposal of 
reform could most easily be administered 
and was most likely to be enacted in a 
statute. 


LEGISLATION REQUIRED 

Any proposal such as full replacement 
depreciation or reinvestment depreciation, 
which involved in any way the recogni- 
tion of the declining value of the dollar, 
would require legislation. The Internal 
Revenue Service, no matter how sympa- 
thetic, could not, under present statutes, 
initiate any such reforms. The shortening 
of lives could, in the opinion of compe- 
tent counsel, be barat out within the 


scope of the discretion of the Internal 
Revenue Service, but there is no reason- 
able likelihood that such discretion would 
be exercised unless it were made clear by 
a statute that Congress did not think pres- 


ent practices were adequate and wished 
something else to be put in their place. 


DOES DEPRECIATION REFORM FAVOR 
THE ESTABLISHED BUSINESS? 

Two objections have been raised against 
depreciation reform. One of these is that 
depreciation reform tends to favor the 
old established enterprise and the enter- 
prise which has a higher proportion of 
depreciable property among its assets. On 
a little examination it will be seen that 
this objection is not well founded. A new 
industry where there is a high rate of 
obsolescence would appear, on the sur- 
face, to be the type which would not 
benefit; for example, the electronics in- 
dustry. However, the electronics industry 
in general buys its machinery and its ma- 
terials from enterprises which use large 
amounts of long-lived depreciable prop- 
erty; for example, the producers of steel, 
copper, brass and other metals, machinery, 
paper and similar items. If the producers 
of these materials are taxed at a rate which 
is from 75% to 100% of their income in- 


stead of 52% they must eventually pe 
this tax back from their customers. In other 
words, if they must pay for equipment to 
replace that which is obsolete or worm 
out with tax-paid dollars at $2.0814, then 
for every dollar of new machinery, they 
must get the $1.0814 from their custom. 
ers. As an item which must be recovered 
in the sales price, income taxes are as 
much a cost or expense as anything else, 
Any business that uses any amount of 
materials, no matter what its own situa. 
tion in regard to machinery may be, suf. 
fers when the industries which supply it 
are taxed at unfair and discriminatory 
rates. 

This position on corporate income 
taxes is taken by most public utility com. 
missions who have permitted public util- 
ities to include federal income taxes as 
part of the expenses used in calculating 
rates and fair return on investment. 

Another objection is that it is unfair 
to provide relief from inflation for users 
of depreciable property and not for lend- 
ers at fixed interest rates. 

(Continued on page 146) 





HIGH TAX RATES ON TRUE INCOME CAUSED BY INSUFFICIENT DEPRECIATION 


On federal income tax basis 
Sales 
Cost of goods sold: 


Inventory 1/1 
Purchases 
Manufacturing expense 


Less inventory 12/31 


Direct labor 


Other expenses: 
Selling expense 
Administrative and office expense 
Delivery expense 
Depreciation 


Net Income before taxes 
Federal taxes on income 


Net Income 
Tax rate 


Above income is overstated as. depreciation amount 
is based on historical cost—not current 
dollars 


Income before taxes—as above 
Understatement of depreciation—estimated to 
be 40% or ($195,000 X .40) 


True income before taxes 
Federal taxes on income—as above 


True Net LOSS 
True Net Income 


True Tax Rate on True Income 
































co Corporation 
Individual Proprietor (effect of 
(married—no children) Corporation decreased income) 

$3,000,000 $3,000,000 $2,850,000 
$ 100,000 $ 100,000 $ 100,000 
1,000,000 1,000,000 1,000,000 
500,000 500,000 500,000 
1,600,000 1,600,000 1,600,000 

125,000 1,475,000 125,000 1,475,000 125,000 1,475,000 

1,525,000 1,525,000 1,375,000 

700,000 700,000 700,000 

825,000 825,000 675,000 
30,000 30,0006 30,000 
240,000 240,000 240,000 
60,000 60,000 60,000 

195,000 525,000 195,000 525,000 195,000 525,000 

300,000 300,000 150,000 

223,640 156,000 78,000 

$ 76,360 $ 144,000 $ 72,000 

74.55% 52.00% 52.00% 

$ 300,000 $ 300,000 $ 150,000 

78,000 78,000 78,000 

222,000 222,000 72,000 

223,640 156,000 78,000 

$1,640 $ 6,000 

$ 66,000 
100.74% 70.27% 108.33% 
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The only all-purpose medium-scale 
data processing system that starts 
economically, expands with your needs, 






and cannot be outgrown 
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ONLY 


HONEYWELL SOO 


CAN GIVE YOU ALL 
THESE ADVANTAGES... 


% 


7 or ee oS 


do up to 8 different independently programmed jobs 
simultaneously — business, scientific, or both 


process many business jobs independently in no 
more time than it takes to do the longest job alone 


solve complex scientific problems more efficiently 
than computers marketed for this purpose 


process small-volume applications economically 
expand capacity in small, economical stages 


grow without limit to meet your future needs 
grow without re-programming (with its heavy costs) 


process more data per dollar in a working day than 
any other system 


Honeywell 800 is priced competitively with other systems. 
It cuts costs for floor space, air-conditioning, and power, 
and is backed by Honeywell’s electronic experience and the 
type of service you have come to expect from Honeywell. 








The all-transistorized Honeywell 800 is the only computer 
that gives you the ability to process several different jobs 
simultaneously — each independently programmed and auto- 
matically controlled. 

No complex and costly programming is necessary to utilize 
the full efficiency of the Honeywell 800; a single powerful 
control unit supervises each and every independent operation 
speeding in parallel. 

This achievement we call automatically controlled parallel 
processing. Its practical economic advantages are sizable for 
work loads large and small, business or scientific. 

For example, you could run off a payroll, update your in- 
ventory and schedule production all at the same time, and all 
as independent jobs. And if your engineering staff needed to 
solve a complex scientific problem in a hurry, you could put 
that on Honeywell 800 too — while data processing is going on. 
(Incidentally, Honeywell 800 solves scientific problems more 
efficiently than computers especially marketed for this 
purpose. ) 

All these operations are meshed into a machine-determined 
schedule, always geared to utilize Honeywell 800 to its maxi- 
mum efficiency. The machine does not wait for such relatively 
slow mechanical operations as card reading or printing. All 
programs are automatically dovetailed to fill in ‘“‘dead time”’ 
when the computer would otherwise lie idle. 


Honeywell 800 thus introduces heretofore unimagined sim- 
plicity, efficiency and economy in this vital area of program- 
ming and scheduling. Your entire day’s work can now be 
accomplished smoothly and on schedule with several of your 
key programs operating in parallel and automatically con- 
trolled. 

The profitable use of Honeywell 800 begins far down the 
business ladder to include relatively small volumes of work. 
Extraordinary capacity is already built into the basic system. 
This inherent capacity costs you nothing extra, but it can be 
utilized to accommodate your company’s growth for years to 
come. Adding capacity to the basic Honeywell 800 System 
can be accomplished at any time in small steps and at small 
cost. No management need make such additions until they 
can efficiently and profitably use them. 


And you can’t outgrow Honeywell 800. Its tremendous 
potential capacity plus its ability to operate more than a 
dozen data processing devices simultaneously make it your 
profitable partner indefinitely. And with Honeywell 800 you 
will never again have to face the cost of re-programming. 


ORTHOTRONIC CONTROL (an exclusive method of 
automatic record protection) plus a powerful checking sys- 
tem give Honeywell 800 unexcelled reliability. These features 
sharply reduce the time and cost of maintaining the absolute 
accuracy essential in both business and scientific data 
processing. 

Does all this sound costly? Honeywell 800 is competitively 
priced with other systems. In a working day it can process 
more data per dollar than any other computer. 


Both the equipment and the programs of Honeywell 800 
are backed by years of experience. Honeywell 800 service 
starts with information and indoctrination. Next comes as- 
sistance in analyzing your application and training your 
analysts, programmers, coders and operators in the most 
efficient use of the system. Automatic programming and 
standard routines are part and parcel of every Honeywell 
system. Expertly trained Honeywell maintenance personnel 
staff every installation. Continuous personalized guidance 
and counsel is all part of Honeywell electronic data processing 
service. 


As with the Honeywell DATAmatic 1000, this exciting 
new system can be leased or purchased. 








PLEASE DIRECT ATTENTION OF 
YOUR TECHNICAL ASSOCIATES TO 
THIS SECTION 


Honeywell 800 word: 
12 decimal digits, eight alphanumeric characters 
or 48 binary digits 


Magnetic core memory capacity: 
4,096 to 16,384 words 


Order structure: 
three-address 


internal speeds: 


single active address operations — 
60,000 per second 
three-address operations — 30,000 per second 
information transfer rate — 
140,000 words per second 
accumulations — 125,000 per second 


Magnetic tape (3%4”): 
reading or writing speed — 96,000 decimal 
digits per second 
tape capacity — up to 20,000,000 decimal digits 
number in simultaneous operation — up to 16 
number directly connected — up to 64 


Input: 
card readers — standard, 240 cards per minute; 
high-speed, 750 cards per minute 
number in simultaneous operation — up to 8 


Output: 
printers — standard, 150 lines per minute; 
high-speed, 600/900 ‘lines per minute 
number in simultaneous operation — up to 8 


punches — standard, 
100 cards per minute; 
high-speed, 200 cards per minute 
number in simultaneous operation — up to 8 


In Honeywell 800 you get: 
1. Parallel processing — up to 8 simultaneous 
programs 
. Indexing 
. Floating point arithmetic (optional) 
. Bi-sequence operation mode 
. Automatic programming routines 
Library routines 
. On-line inquiry processing without special 
equipment 
. Multi-function instructions 
. Orthotronic Control 
. Random access storage (optional) 
. Paper tape reader and punch (optional) 


ROOD NAHM WH 


a 


HOW TO GET MORE FACTS 
If you would like more information about 
Honeywell 800, please let us know. We will send 
ro complete details by return mail. Write 
inneapolis-Honeywell, omg eo 
Dept. C, Newton Highlands 61, 
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SOME COMMENTS ON 


A Theory of Depreciation 
Consistent with Decision-Making 


Richard S. Bower 


This paper is a discussion of the article written by Harold 
Bierman, |r., associate professor of Accounting at the Graduate 
School of Business and Public Administration, Cornell Univer- 
sity, published in the August 1958 issue of THE CONTROLLER. 
All quotes not footnoted are taken from this source. A brief 
comment by Professor Bierman on Mr. Bower's article appears 
at the end of this article. —THE EpiTors 


HE CURRENT high corporate income tax rates have caused 
ier and accountants to consider carefully the subject 
of depreciation. Because of the impact of write-off procedures 
on ee incomes, tax payments, and funds, discussion has 
been directed to the manipulative aspects of depreciation ac- 
counting. Methods of depreciation have been examined in the 
light of the tax structure and evaluated as tools for influencing 
the business decision-maker rather than as aids to him. Too 
little attention has been given to the development of a theory 
and method which will significantly aid management in making 
current choices and in evaluating past decisions. 


THE BIERMAN THEORY 

Professor Bierman’s paper is concerned with this aspect of 
depreciation. His key point is this: ‘The assumption that de- 
preciation cannot be computed or defined is not warranted... . 
There is a determinable time-table of depreciation in most cases, 
and in fact the time-table is determined at the time of purchase.” 
The determinability of this time-table depends on our acceptance 
of three concepts which are offered: 





RICHARD S. BOWER, a graduate of 
Kenyon College (B.A. cum laude) and 
Columbia University’s Graduate School 
of Business (M.B.A.), is currently a Ford 
fellow completing his doctorate in man- 
agerial economics at Cornell University, 
Ithaca, N. Y. For three years he was an 
instructor of economics at Kenyon and 
at Alfred University. From January 1952 
to May 1955 he served in the U.S. Navy. 
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An alternative solution 
to the “distortion” prob- 
lem in depreciation methods 


1. ‘The accepted function of depreciation accounting, from 
a final accounting point of view, is to allocate the cost 
of an asset over its useful life . . . to charge the revenues 
of a period with the expenses of earning those revenues.” 

2. “A company does not buy bricks, mortar, or steel when a 
long-lived asset is purchased but rather it is purchasing the 
future cash in to be earned over the asset's life.”’ 

3. “The optimum ye sper procedure should give a rea- 
sonable measure of a period’s income and leave the return 
on investment (income divided by investment) undis- 
torted.”” Undistorted, in this case, is taken to mean a con- 
stant rate of return on investment when anticipated and 
actual net cash proceeds are equal. 


To develop a method of depreciation consistent with these 
concepts one operational assumption is used: 


Assumption X: That an amount equal to the present value of 
the {expected} cash proceeds of the period is the cost of 
the {actual} cash proceeds. 


In the case of assets with fluctuating net cash proceeds, the 
time-table of depreciation built from this assumption provides, 
as was Clearly shown, a much less distorted picture of perform- 
ance than does the straight-line depreciation method. This time- 
table, if recognized and used, will provide “important data for 
the purposes of measuring income and appraising the results of 
managerial action.” 

The substance of Professor Bierman’s paper, then, is this: 
There is a method of depreciation which can be justified both 
theoretically and functionally, a method which is in line with 
economic and accounting theory, and which will, if employed, 
help improve managerial effectiveness. 


AREA OF DISAGREEMENT 


Basically we are in agreement. If there is any clear-cut dis- 
agreement on concepts it is only this: There is not ‘‘a time-table” 
(it is assumed perhaps incorrectly that “a” means one) but 
several time-tables varying with the concepts chosen and with 
the weights given to the various concepts. Thus, a different time- 
table would suggest itself if in concept 3 we were to consider 
equal net income in years of equal net cash proceeds more im- 
portant than equality of rate of return. This point is minor, 
however, for Professor Bierman has opened the way toward a 
theory and method of depreciation which will be most useful for 
proper income measurement and managerial decision-making. 

The aim here is to present an alternative solution to the dis- 
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tortion problem based on the same concepts. This involves the 
use of an assumption which varies from the one above. Both as- 
sumptions, however, depend on predicted net cash proceeds in 
the construction of a depreciation schedule; and so before offer- 
ing the alternative, some objections which might be raised re- 
garding this dependence should be noted. 


THE PROBLEM OF PREDICTED NET CASH PROCEEDS 

John M. Clark states: “Depreciation is essentially a prophetic 
item. It represents an estimate of the present reduction in value 
of the plant, due to the fact that it has fewer years of usefulness 
ahead of it, and probably years of diminished usefulness com- 
pared to the years when it was new.’' What he seems to be 
saying is that depreciation is a loss of potential. This is not an 
untenable view; it would seem that most modern depreciation 
methods which attempt to consider loss of efficiency embrace it. 
The methods suggested by Professor Bierman and in this paper 
take physical potential into account almost not at all. When 
used with an asset with net cash proceeds heaviest toward end 
of life, any error in overestimating that life may result in large 
losses to be written off. Perhaps it would be wiser to weight the 
early years with time’s toll on potential in mind. We think not, 
but others may conclude that estimated economic life should be 
weighted more heavily than prospective cash proceeds. 

The critical question above, and perhaps the most significant 
question in regard to the suggested time-table is this: Can net 
cash proceeds be predicted accurately enough to warrant the sug- 
gested procedure? It is possible that predictions which lend 
themselves to the rankings of investment alternatives or to a 
choice in regard to mutually exclusive investments may not serve 
well as the basis for a method of accounting which will have as 
one of its key objectives evaluation of management performance. 
Capital budgeting predictions involve some assumptions as to 
the future, which though useful for ranking, may not be equally 
useful for depreciation accounting. Assumptions in regard to 
cyclical fluctuations, or more likely the absence of cyclical fluctua- 
tions, might be a case in point. Another possible problem that 
might be suggested in using capital budgeting projections for 
developing a depreciation time-table would involve the dare 
of years for which projections are made. The capital budgeters 
might be restricted to too short a period of projection to make 
their figures valuable for depreciation purposes. These objec- 
tions, though worth note, are not critical. They involve perhaps 
an underestimation of capital budgeting techniques. They over- 
look the possibility that projections might be made on a slightly 
different basis for depreciation purposes, and they do not con- 
sider that the mechanics of depreciation for the years of pro- 
ductive life of an asset beyond its period of projectability can be 
developed. 

An objection might be raised to the exactness with which rate 
of return is equalized in each period. This exactness possibly is 
unwarranted, and in fact might mislead management. A system 
of such detail might lead to viewing any variation from antici- 
pated performance as unduly significant. Since prediction must 
be inexact, if you anticipate $100 net cash proceeds in the ‘rst 
period and $200 in the second, why not simply depreciate your 
asset by one-third of its value in the first period and two-thirds 
in the second? This, of course, is simpler than the suggestions 
offered. It involves, however, blunting an instrument of analysis 
because of doubts about the user’s qualifications. At this point 
at least attempting to develop anything but the sharpest tool 
would seem to be a mistake. 

These are a few of the objections which suggest themselves 
in regard to a rate of return method of depreciation dependent 
on predicted net cash proceeds. They have some significance, but 
they do not seem to alter the fact that with assets that have large 
fluctuations in their income stream the suggested methods yield 
a much less distorted picture than do methods currently used. 





*John M. Clark, Studies in the Economics of Overhead Costs, p. 222. 





POLITICAL EDUCATION PROGRAM ANNOUNCED 

A packaged course of instruction on the ABC’s 
of political organization has been introduced by the 
U.S. Chamber of Commerce. The purpose of the 
course is to get more businessmen into politics at the 
grass-roots level. 

The plan, billed as nonpartisan, is built around a 
nine-session do-it-yourself workshop on such topics 
as the political precinct, political clubs, campaigns, 
party financing and patronage. The Chamber will sell 
the course to local firms, local Chambers of Com- 
merce and other organizations, including labor 
unions. 

Approved by both the Republican and Democratic 
National Committee officials, the Chamber’s new 
program is designed not to prepare businessmen as 
candidates but to get them to take an active part in 
“the process of selecting, nominating and electing” 
public officials. 

The political blueprint, a composite of programs 
already set up by General Electric Company, the 
Syracuse Manufacturers Association and _ other 
groups, reflects the slow but steady entrance of busi- 
ness concerns into political activity programs for 
their employes. In recent years, a growing number 
of firms have begun to encourage their workers to 
take part in partisan politics at the local level, not 
just urge them to give money or get out and vote. 

Unlike the political activities of the AFL-CIO’s 
Committee on Political Education, which aims to 
sway union members on specific issues and candi- 
dates, the Chamber’s program steers clear of such 
controversial topics. 





THE ALTERNATIVE ASSUMPTION 

As previously indicated, the main purpose of this paper is to 
offer an alternative to the Bierman assumption. while utilizing 
the same basic concepts. The assumption is operational, leading 
to the technique for expensing an asset’s cost in conformance 
to the three basic concepts: 


Assumption Y: That the cost of actual net cash proceeds of a 
period is that portion of the total cost of an asset which, if 
deducted from expected net cash proceeds, results in a net 
expected income that divided by the value of the asset (net 
of previous depreciation) at the beginning of the period 
will yield the rate of return. 


Put in terms of a general formula: 
D — A, — R[C— (D, + D, a 7 e D,-1)] 


where D, is depreciation in any given period, A, is anticipated 
net cash proceeds in that period, R is rate of return, C is total 
cost of asset, and D, etc. are depreciation figures for previous 
periods. 

In the case of an asset with a two-year life and no salvage 
value costing $272.34 and having net cash proceeds of $100 in 
the first year and $200 in the second year and with a consequent 
rate of return of 6 per cent, depreciation would be calculated as 
follows: (Continued on page 124) 
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Steel is as big as 
all outdoors 


. and the nation’s commercial banks 
help keep it so. Banking’s contribution to 
steel (and every other established in- 
dustry in America) is twofold. 

Banks provide money and _ financial 
services. 

Most important is money—the cash- 
on-the-line loans that help industry stock- 
pile raw materials, turn out finished 
products and distribute them for sale 
in competitive markets. 

Financial services—from checking ac- 
counts to corporate trusteeships, with 
dozens in between—help industry func- 
tion efficiently. 

But the loan is the thing. 

In a free economy a commercial bank 
loan becomes a productive force. By 
helping to make more goods, it helps put 
more people to work. The wages and 
profits that result help create an even 
more abundant life for everybody. 


CHASE 
MANHATTAN 
BANK 


Chartered in 1799 
Head Office: 18 Pine Street, N. Y. 15 


Member Federal Deposit Insurance Corporation 
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Depreciation Year 1 
D, = A; — R(C) 
83.66 = 100 — .06(272.34) 





Depreciation Year 2 
D2 = A2 = R(C — D;) 
188.68 = 200 — .06(272.34 — 83.66) 





The income statements for the two years using this method are 
shown under Y below; those which Professor Bierman devel- 
oped are shown under X. 


INCOME STATEMENTS 


Assumption Y Assumption X 


















































Year 1 Year 2 Year 1 Year 2 

Net Cash Proceeds 100.00 200.00 100.00 200.00 
Less: Busic Depreciation 83.66 188.66 94.34 178.00 
16.34 11.32 5.66 22.00 

Less: Implicit Interest Cost 5.66 22.00 
Net Operating Income 16.34 11.32 0 0 
Plus: Interest Revenue 16.34 11.32 
Net Income 16.34 11.32 16.34 11.32 


The balance sheets at the beginnings of Years 1, 2, and 3 
using each of the methods are shown under the same designa- 
tions: 

BALANCE SHEETS 


Assumption Y Assumption X 





























Assets Year1 Year2 Year3 Year1 Year2 Year3 
Cash 100.00 300.00 100.00 300.00 
Depreciable Asset 272.34 272.34 272.34 272.34 272.34 272.34 
Less: Depreciation 94.34 272.34 83.66 272.34 

178.00 0 188.68 0 
Deferred Interest 10.68 
272.34 288.68 300.00 272.34 288.68 300.00 
Proprietorship 
Opportunity 
Interest 16.34 27.66 
Capital 272.34 272.34 272.34 272.34 288.68 300.00 
272.34 288.68 300.00 272.34 288.68 300.00 


The return on investment with either assumption is 6 per cent 
in each of the two years of operation. 


Year 1 = 16.34/272.34 = 6% 
Year 2 = 11.32/188.68 = 6% 


The Assumption Y method is suggested because it yields re- 
sults in line with the three concepts from which both Assump- 
tions X and Y stem and at the same time is simpler than its al- 
ternative. Though in the same family as the compound interest 
method, this V5 aggre is distinct in its reliance on anticipated 
net cash proceeds. It should be apparent from the above state- 
ments that this method certainly does not solve all problems. It 
yields a constant rate of return in all cases where actuality and 
anticipation are the same but yields a net income in dollars which 
tends to decline in later years when net cash proceeds are equal 
in each year. Possibly its simplicity hides some facts that should 
be noted. It does, however, avoid the following problems con- 
nected with Professor Bierman’s method: 


1. The distinction between implicit interest cost and implicit 
interest expense. This idea essential to Professor Bierman’s 
method is somewhat difficult to work with conceptually 
and creates the problem of a debit balance. 

2. The use of implicit interest revenue, a concept of ques- 
tionable value. Implicit interest revenue not only equals 
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but is in fact identical with implicit interest cost. It is not 
a revenue; it is an opportunity cost. Note that if in Pro. 
fessor Bierman’s example the firm makes no cash proceeds 
during the two years it will show only a loss of $272.34 
the amount paid for the original asset. This would seem 4 
clear indication that the use of implicit interest revenue 
distorts the picture since the loss should not only include 
the cost of the original asset but, since the concept is in. 
cluded, the interest income which the company has fore. 
gone, the implicit interest expense. 

3. The problem arising when rate of return is greater than the 
cost of capital. If they are assumed equal in all cases, then 
implicit interest expense may in some cases be charged at 
the rate of 10 per cent, 20 per cent, or more. If they are 
not assumed equal, then net income will not be at a con. 
stant rate of return. One last point: The assumption that 
rate of return and cost of capital are equal means that when 
the anticipated actually occurs, you have an operating in. 
come of zero. This, it would seem to us, is misleading, 
especially when a high rate of return makes the assumption 
particularly questionable. 


The depreciation approach offered here does not have these 
problems, and it has the additional advantage of being usable 
and effective where implicit expense and income concepts are 
rejected. It no doubt has many problems of its own. The value 
of this method lies in its simplicity and its usefulness for pur- 
poses of managerial decision-making and reappraisal and toa 
great extent stems from the concepts and approach which it 
borrows from Professor Bierman’s article. 


COMMENTS OF PROFESSOR BIERMAN 


The procedure Mr. Bower suggests is a generalized version of 
the compound interest method of depreciation. It differs from 
that procedure in not requiring a series of equal receipts. The 
illustration which he uses assumes unequal proceeds for two 
periods. If the example had used equal proceeds for each period, 
there would result increasing depreciation expense and decreas- 
ing operating income in successive periods. This is not reason- 
able and occurs because of the short cut taken by Mr. Bower— 
burying in depreciation expense implicit interest costs and tev- 
enues. Thus the short cut is both the primary virtue and primary 
fault of the procedure he suggests. 

Mr. Bower mentions three problems connected with the 
method I suggest. First, the problem of a debit balance. This 
exists because we are dealing with an implicit cost and we tend 
to rebel against costs which do not require explicit disbursements 
of cash. If we must wait a period of time before gaining the 
proceeds from an investment, there is a cost connected with 
waiting. The debit referred to is the monetary expression of this 
cost. 

The second objection is similar to the first. An objection is 
raised against recognizing that the firm charged itself with the 
“opportunity cost” of the investment and recording the revenue 
which it implicitly earned. The revenue is the other side of the 
coin and must be recognized. Mr. Bower states that if the firm 
receives no proceeds the loss is greater than the initial invest- 
ment of $272.34. What would be the loss if, in seeking a higher 
return, the $272.34 were invested outside the firm and no pro- 
ceeds were received? 

The third point raised is extremely important and one worthy 
of thought. What happens when the cost of capital differs from 





- the rate of return of the investment? This is an interesting ques- 


tion and one to which I hope to provide some possible answers 
in a later article. However, my suggested depreciation procedure 
can still be used even if the rate of return is not equal to the cost 
of capital. 

Mr. Bower is correct when he says that the value of his pro- 
cedure lies in its simplicity. It is possible that the virtue of the 
practical simplicity of his procedure overshadows my theoretical 
objections. This the reader must decide. 
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Problems Involved in Qualifying as a 
Western Hemisphere Trade Corporation 


Philmore H. Friedman 


HE TERM “Western Hemisphere trade 
Toorporation” applies to any domestic 
corporation whose business operations sat- 
isfy the requirements of Section 921 of the 
Internal Revenue Code of 1954. Whether 
a given corporation is a Western Hemi- 
sphere trade corporation depends primarily 
upon how and where it operates, and the 
geographical source of its gross income. 
The Western Hemisphere trade corpora- 
tion provision came into the law with the 
Revenue Act of 1942 and was enacted by 
Congress to encourage U. S. industry to 
enlarge its business activities in Canada 
and the Latin American countries. A cor- 
poration which qualifies as a Western 
Hemisphere trade corporation obtains the 
benefit of a reduction of approximately 
14% from the regular United States in- 
come tax rate. 


STATUTORY REQUIREMENTS 


Section 921 requires that a corporation 
must comply with the following condi- 
tions to qualify as a Western Hemisphere 
trade corporation: 


1. It must be a domestic corporation 
(i.e, a corporation formed under the laws 
of any of the 49 states or of Hawaii) ; 

2. All the corporation’s business (other 
than incidental purchases) must be con- 
ducted in North, Central, or South Amer- 
ica, or in the West Indies; 

3. 95 per cent or more of its gross in- 
come for the three-year period immedi- 
ately preceding the close of the taxable 
year (or for such part of that period dur- 
ing which the corporation was in exist- 
ence) must have been derived from 
sources without the United States; and 

4. 90 per cent or more of its gross in- 
come for the above period must be de- 
tived from the active conduct of a trade 
or business. 


The first of the above requirements 
needs no discussion. As for the others, it 
s the third which presents the majority 


XUM 


of the problems which usually arise. Ac- 
cordingly, in the comments that follow, 
we shall dispose of the second and fourth 
requirements first. 


WHERE THE CORPORATION 
MUST CONDUCT ITS BUSINESS 


All business of the corporation (other 
than incidental purchases) must be con- 
ducted within the Western Hemisphere.? 
This restriction prevents the corporation 
from doing business in such areas as Eu- 
rope, Africa, Asia and Australia. Sales to 
these areas can be made, but passage of 
title and the negotiation of contracts must 
be accomplished in the Western Hemis- 
phere. Merely incidental economic contact 
with countries outside of the Western 


? The Internal Revenue Service has no com- 
prehensive list of all the countries includible in 
the geographical territories referred to in Sec- 
tion 921. Puerto Rico, the Virgin Islands, the 
greater Antilles, the lesser Antilles, the Ba- 
hamas, and the islands off the coast of Vene- 
zuela, in addition to the numerous islands in 
the West Indies, are considered to be Western 
Hemisphere trade corporation countries. How- 
ever, neither Bermuda nor the Falkland Is- 
lands qualifies under this provision. (Revenue 
Ruling 55-105) 


Illustrations to show that such 
a corporation offers a substan- 
tial advantage over a subsid- 
iary in only certain instances 


Hemisphere will not jeopardize the West- 
ern Hemisphere trade corporation status 
of a company. As an example of such per- 
missible economic contact the regulations 
cite the retention of title to goods by a 
Western Hemisphere trade corporation 
solely in order to insure collection where 
the corporation operates a mine in South 
America and ships its products to Eng- 
land. Title is retained until the proceeds 
are collected in England. 

Regular purchasing activities through 
an agent in a non-Western Hemisphere 
country would disqualify the corporation 
under requirement 2 above, but incidental 
purchases in these countries are permitted 
by statute. The term “incidental pur- 
chases’’ does not have the same meaning 
as the phrase ‘‘purchases incident to the 
conduct of the business.” The regulations 
limit the meaning of the term. to those 
purchases (of any kind and for any pur- 
pose) which are minor in relation to the 
entire business or nonrecurring or unusual 
in character. However, where the total 
purchases (of any kind and for any pur- 
pose) made outside the hemisphere for 
the taxable year are 5% or less of the cor- 
poration’s gross receipts from all sources 





PHILMORE H. FRIEDMAN is associated with the firm of 
Arthur Young & Company, certified public accountants, in 
the tax department of their New York office. He is a CPA 
and attorney (N. Y.), a member of the American Institute 
of Certified Public Accountants and the New York State 
Society of Certified Public Accountants on whose New York 
State Taxation Committee he is now serving. This article 
(now expanded) first appeared in the Arthur Young Journal 
(July, 1958). Mr. Friedman has also contributed to other 
publications including the Oil & Gas Tax Quarterly. 
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in such year, they will be deemed “‘inci- 
dental purchases.” The regulations cite 
the following examples: 


1. A Western Hemisphere trade cor- 
poration is engaged in a manufacturing 
business in Argentina. It purchases motor 
parts in Germany which are required as 
an integral part of its manufacturing op- 
erations and which equal 4% of its gross 
receipts for the year. Such purchases are 
incidental purchases and do not disqualify 
the corporation as a Western Hemisphere 
trade corporation. 

2. A domestic corporation operates a 
mine in South America. It customarily 
purchases machinery in France needed for 
the conduct of its business. Since the 
amount of such purchases is not minor in 
relation to the corporation’s entire busi- 
ness, they are not “incidental purchases” 


and they disqualify the corporation as a 
Western Hemisphere trade corporation. 


THE REQUIREMENT AS TO 
ACTIVE CONDUCT OF A BUSINESS 
Neither the Internal Revenue Code nor 
the regulations provide a definition of an 
“active conduct of a business.’’ However, 
it must be assumed that the purpose of 
this restrictive’ provision is to prevent 
companies engaged in investment busi- 
nesses from qualifying as Western Hem- 
isphere trade corporations. Thus, where 
more than 10% of the gross income of a 
corporation is derived from dividends or 
interest and from the sale of capital assets 
as defined in Section 1221 of the Code, it 
will be barred from the benefits accorded 
to Section 921 corporations. However, 
gains from the sale of property used in 
the trade or business, which are treated as 


1959 INTERNATIONAL BUSINESS EXPECTATIONS 


Quiet optimism is the prevailing mood of business men 
gauging 1959 international business prospects, according 
to the annual survey of overseas business expectations by 
Dun’s Review and Modern Industry. Participating in the 
survey were branches and correspondents of Dun & Brad- 
street’s International Division in 43 markets of the free 
world, which account for 80 per cent of United States world 


trade. 


Here is a summary of the trends United States interna- 
tional business can expect in 1959, according to the survey 


results: 


Imports from the United States will rise or at least stay 
level with 1958 in most markets. Imports from other coun- 
tries will increase sharply in more than half the markets. 

Exports to the United States will mostly hold to the 1958 
volume. Exports to other countries will be expanded in 
more than half of the overseas areas. 

The current dollar situation has been strengthened in 
about two out of five of the markets reviewed. Slightly more 
than one in five report diminishing dollar reserves. 

Forecast of local sales is most optimistic, with 27 of the 
markets looking to increased trade in 1959. Only 11 expect 
sales to contract compared with 1958. 

Current inventories are classified as ‘‘adequate” in 27 
areas, with only eight markets labelling inventories as thin. 
Heavy stocks are reported in eight instances. 

Wholesale credits and collections are described as fluid 
and fairly prompt in most cases, with seven markets report- 
ing tight credits and slow collections. Eight areas classify 
credit and collection conditions as especially good. 

Local industrial activity is expected to exceed 1958 levels 
in almost two-thirds of the markets reporting. About one in 
three expects that industrial production will reach at least 
the 1958 volume. Only one country (El Salvador) expects 


a sharp cutback. 
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capital gains under Section 1231, are cop. 
sioeas as income derived from the active 
conduct of a business. Royalty income un. 
related to an active business operation 
would be treated as investment income, 


THE REQUIREMENT AS TO 
THE SOURCE OF INCOME 

Most problems regarding Westem 
Hemisphere trade corporations stem from 
the third requirement of Section 921 that 
95% of the gross income of the corpora. 
tion must be derived from sources outside 
of the United States, but within the West. 
ern Hemisphere. The rules which deter. 
mine “source of income’ and which are 
largely responsible for these problems are 
found in Sections 861, 862 and 863 of 
the 1954 Code. Section 861 determines 
which items of income are treated as in. 
come from sources within the United 
States; Section 862 determines items of 
income from sources without the United 
States; and Section 863 covers items of 
income which are not specified in the 
prior two sections. The pertinent provi- 
sions of these sections may be summarized 
as follows: 


1. Income from the sale outside of the 
United States of personal property pur- 
chased within the United States is income 
from sources without the United States. 

2. Income from the sale outside of the 
United States of personal property manu- 
factured (in whole or in part) within the 
United States (or vice versa) is consid- 
ered to be income derived partly from 
sources within and partly from sources 
without the United States. 

3. Income from the sale within the 
United States of personal property pur- 
chased outside the United States is con- 
sidered to be income from sources within 
the United States. 

4. Income from the sale within the 
United States of personal property pur- 
chased within a possession of the United 
States including the Canal Zone is treated 
as derived partly from sources within and 
partly from sources without the United 
States. 


MANUFACTURING OPERATIONS IN THE 
UNITED STATES PRECLUDED— 
FORMATION OF SELLING 
SUBSIDIARY NECESSARY 

Under the second of the above rules, it 
would appear at first glance that a com- 
pany manufacturing goods in the United 
States and selling them, say, in Latin 
America, might be able to qualify as 4 
Western Hemisphere trade corporation. 
However, under the Treasury Regulations, 
such a corporation would be deemed to 
have derived more than 5% of its income 
from sources within the United States 
even though all of its sales were to Latin 
American customers. It would, therefore, 
not meet the 95% requirement and, to re 
move this obstacle, it would be necessaty 
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for the manufacturing corporation to or- 
ganize a sales subsidiary to handle the 
Western Hemisphere business. 

The creation of a subsidiary corpora- 
tion for the purpose of obtaining special 
tax benefits has always been disturbing to 
the Internal Revenue Service. Where the 
subsidiary carries on operations of sub- 
stance within the Western Hemisphere, 
the Service recognizes its right to Section 
921 relief.2 But a company conducting no 
activities abroad which nevertheless ap- 
ears to meet the technical requirements 
of Section 921 may be denied the benefit 
of the incentive tax rate. 

A domestic manufacturing company 
which organizes a sales subsidiary in the 
United States to sell goods to other coun- 
tries in the Western Hemisphere must 
consider carefully the manner in which 
the subsidiary will conduct its operations. 
The subsidiary may be required to conduct 
activities or maintain establishments in 
these Western Hemisphere countries in 
order to be recognized by the Internal 
Revenue Service as a bona fide Western 
Hemisphere trade corporation. On the 
other hand, the subsidiary may desire to 
avoid foreign entanglements and liability 
for any foreign taxes although it recog- 
nizes that foreign operations may result in 
increased sales in these countries. Other 
factors which will affect the subsidiary’s 
method of operation include: 

1. The position of the Revenue Service 
in determining when property purchased 
within the United States is actually sold 
without the United States. 

2. Whether the Revenue Service can 
refuse to recognize a subsidiary organized 
solely for obtaining the tax benefits 
granted to Western Hemisphere trade 
corporations. 

3. Whether these corporations are vul- 
nerable to attack by the Service under Sec- 
tion 269 (dealing with “‘acquisitions made 
to avoid income tax’’) and Section 482 
(dealing with “allocation of income and 
deductions among taxpayers”). 

The above problems will be discussed 
in ensuing sections of this article. 


DETERMINING THE PLACE OF SALE 
Under the ‘‘source of income’”’ rules, in- 
come from sales of personal property out- 
side the United States is considered as in- 
come derived from sources outside the 
United States even though the property 
was purchased within the United States. 
Obviously, the place of sale is the all-im- 
portant factor in determining source of 
income, the general rule being that prop- 
erty is sold outside the United States if 
(Continued on page 128) 





*In Revenue Ruling 57-542, the Revenue 
Service took the position that intercompany 
transactions between a domestic corporation 
and its domestic subsidiary doing business in 
Venezuela would not adversely affect the quali- 
fications of the subsidiary as a Western Hemi- 
sphere trade corporation. 
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Reception 
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MONDAY 
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Subject: | How To Get Your Company in Shape to Meet Long-term 
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Problems Involved in Qualifying asa 
Western Hemisphere Trade Corporation 


(Continued from page 127) 


title to the goods passes from the seller 
to the buyer outside the United States.? At 
the time title passes, the rights of the 
seller in the goods cease and terminate 
and the rights of the buyer in the goods 
come into being. 

Generally, title in specific goods passes 
at the place the parties intend it to pass. 
Where the contract of sale does not con- 
tain the intention of the parties, the in- 
tention is determined by statutory pre- 
sumptions. The most important of these 
presumptions is that title com at the 
place the goods are delivered to the buyer. 
In this connection, the meaning of the 
terms F.O.B. and C.I.F. in sales contracts 
should be understood. F.O.B. means that 
the goods are to be delivered at a given 
point to the carrier by the seller, without 
cost to the buyer, and that the buyer will 
pay the freight and the insurance, if any, 
from that point to the final destination. In 
a C.I.F. contract, the seller not only de- 
livers the goods to the carrier at a given 
point without cost to the buyer, but also 
pays the freight and insurance to the final 
destination. Under either form of con- 
tract, title to the goods usually passes 
from the seller to the buyer on delivery of 
the goods to the carrier and delivery to 
the buyer of the bill of lading and other 
documents essential to show the sale. For 
example, a sale F.O.B. New York usually 
effects passage of title to the goods in the 
United States, while a sale F.O.B. Vene- 
zuela usually effects passage of title out- 


> Comm. v. East Coast Oil Co., §.A., 85 F. 
(2d) 322, CA-5, 1936. Ronrico Corp., 44 
B.T.A. 1130, 1941 (A). 


side of the United States. A seller may re- 
tain a bare legal title solely for security 
purposes by drawing a bill of lading to 
his order or that of his agent but in the 
situations discussed above, the beneficial 
title nevertheless will pass to the buyer. 

It is obvious that every condition and 
term of sale is within the control of the 
buyer and seller. Thus, they have the 
legal power to fix the time and place of 
passage of title, and the Treasury Depart- 
ment has no cause to complain provided 
the transaction is a bona fide business ar- 
rangement. However, if the sale is ar- 
ranged in a particular way for the purpose 
of tax avoidance and no business reason 
for the particular arrangement can be 
shown, the Internal Revenue Service may 
contend that the source of income is the 
place where the substance of the trans- 
action occurs. 

Following are summaries of two recent 
court decisions applying the passage of 
title rule which have served to alleviate 
some of the uncertainty that exists in the 
taxing of foreign source income of West- 
ern Hemisphere trade corporations: 


U. S. v. Balanovski, 236 F. 2d 298, C. A. 
2-1956 

Balanovski, an Argentine citizen and 
80% owner of an Argentine partnership, 
remained in the United States for approx- 
imately ten months, negotiating the pur- 
chase of United States goods for resale to 
an Argentine government agency. Upon ac- 
ceptance by the agency of Balanovski's of- 
fer, he would buy the goods from the 
American vendor. The agency would then 
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open letters of credit in a New York bank 
in favor of Balanovski who would assign to 
the bank a portion of the credit equal to 
the cost of the merchandise. United States 
suppliers would then draw against such por. 
tion and Balanovski would draw upon the 
balance. The goods were accompanied, 
when shipped, by an insurance policy coy. 
ering all risks to the merchandise up to de. 
livery F.O.B. a United States seaport; and 
a bill of lading and other shipping docu. 
ments were forwarded to the Argentine 
agency. 

The Federal District Court held that Ar. 
gentina, rather than the United States, was 
the place of sale of the goods by the part. 
nership. It did not contest that title to the 
goods passed in the United States, but it de. 
termined that on the basis of the “substance 
of the transaction,” Argentina was the 
place where the income-producing contracts 
were negotiated, the place of the buyer's 
business and the destination of the goods, 

When the case was appealed, the Second 
Circuit reversed the lower court citing the 
rule that goods are deemed sold at the 
place where the seller performs the last act 
required of him to transfer ownership and 
when title passes to the buyer. The Court 
decided that in this case, by deliberate act 
of the parties, title or at least beneficial 
ownership passed to the Argentine agency 
in the United States and that there was no 
need to determine whether more than bene- 
ficial title passed. 

The Court was aware that in some cases 
the “passage of title” rule might impose in- 
equitable tax burdens on taxpayers while in 
other cases it might present tax avoidance 
problems, as, for example, where passage 
of title is purposely delayed to save taxes. 
It suggested that the test need not be rig- 
idly adhered to under all circumstances but 
cited the rule for its certainty and ease of 
application in international trade. More- 
over, it recognized that vague “contracts” 
or “‘substance of the transaction” criteria 
would make it more difficult for corpora- 
tions to qualify as Western Hemisphere 
trade corporations. It is interesting to note 
that the U. S. Supreme Court refused to 
grant certiorari in this case. 


American Food Products Corporation, 28 
TC 14, 1957 

Taxpayer was a sole distributor in Vene- 
zuela of all products manufactured by a 
United States corporation. The taxpayer 
negotiated for the sale of the merchandise 
in Venezuela and spent a_ considerable 
amount of time and money in Venezuela 
arranging for orders, office facilities, doing 
market research and arranging for advet- 
tising campaigns. A typical sales transac- 
tion would be as follows: 


1. The taxpayer’s agent in Venezuela 
would obtain the order. The order blank 
would state that the merchandise was 
shipped for the account and risk of the 
purchaser. 

2. A letter of credit would be established 
in favor of the taxpayer payable in New 
York. 

3. The taxpayer would arrange for the 
goods to be shipped from the manufacturer 
directly to the ocean carrier. 

4. The bill of lading and shipping docu- 


(Continued on page 130) 
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FIGUREWORK PRODUCTION 


eee when you take advantage of a MARCHANT installment or lease plan 


Here are practical, visible results of putting Marchant 
calculators and adding machines to work under your 
choice of five installment and lease plans: 

1. Speedy reduction of your figurework backlog. 
2. Shortened output time for your regular figuring day 
in and day out. 3. New time for needed figuring that you 
have never been able to get around to. 4. Small initial 
cash outlay and low monthly payments, both allowing 
you to save cash reserves for timely use. 


You can choose from three “Pay As You Save” plans— 


monthly payments for 6, 12, or 18 months—to own the 
machines you need. Or, you can have constant use of ma- 
chines under a perpetual lease or lease with option to buy. 

For information about the Marchant equipment and 
plan that will give you maximum figurework and cash 
advantages, call any Marchant office or send the coupon. 


AS LITTLE AS $23.75 A MONTH 
puts a new Marchant calculator to work for you right 
away ...and it’s only $18.00 a month for the Marchant 
10-key, electric adding machine. 


‘a See how typical firms are now using the Marchants they needed, by taking advantage of installment and lease plans 





6 MONTHS PLAN 


Chosen by a wholesale grocery 
house when it was ready for two 
more Marchant Figurematic cal- 
culators to handle the mounting 
figurework required in serving its 
growing list of accounts. 


12 MONTHS PLAN 


A general contractor is buying a 
Marchant Deci- Magic under this 
plan. The model was chosen for 
its features that make estimating 
and other complex figurework 
easier, faster and 100 percent 
decimal-safe. 


18 MONTHS PLAN 


Selected by an electrical distrib- 
utor that wanted another Mar- 
chant ‘‘Twin-Set’’ Figurematic 
for multiplying items by prices, 
getting each extension and the 
accumulated total simultaneously 
—in a single automatic operation! 





PERPETUAL LEASE 
(Monthly Rental Payments) 


A small manufacturer prefers this 
means of acquiring a new Mar- 
chant Figuremaster. He has 
modernized his equipment and at 
the same time is conserving his 
limited working capital. 





LEASE WITH OPTION TO BUY 
(Monthly Payments) 
A retail chain has put in 10 Mar- 
chant Retail Specials on this 
basis, for daily figurework and on- 
store inventory. Retail Specials 
multiply quantity by price, de- 
liver individual or accumulated 
total during actual entry of price. 





12 MONTHS PLAN FOR 
ADDING MACHINE 


This is how a real estate and in- 
surance agency is buying its Mar- 
chant Adding Machine to improve 
customer service and streamline 
bookkeeping. 
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MARCHANT CALCULATORS 


Division of SMITH-CORONA MARCHANT INC. 
OAKLAND 8, CALIFORNIA 


Modern Management Counts on Marchant 


MARCHANT CALCULATORS, OAKLAND 8, CALIFORNIA 


Please send us more information on Marchant’s 
C “Pay As You Save” plans (6, 12 and 18 months) 
CL) Perpetual Lease Plan 
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Problems Involved in Qualifying asa 
Western Hemisphere Trade Corporation 


(Continued from page 128) 


ments would be prepared and when pre- 
sented to the bank, the taxpayer would re- 
ceive payment which would include the 
cost of insurance and freight. 

5. The purchaser would be notified by 
letter when the shipment left New York. 


The sole issue in this case was whether 
the taxpayer was a Western Hemisphere 
trade corporation within the meaning of 
Section 109 of the 1939 Code (now Section 
921 of the 1954 Code). The Commissioner 
conceded that all the taxpayer’s business 
was done in the Western Hemisphere and 
that 90% or more of its gross income for 
the years in dispute was derived from the 
active conduct ot a trade or business. How- 
ever, the Commissioner contended that the 
corporation did not meet the requirement 
that at least 95% of its gross income for 
the three prior years be derived from 
sources without the United States. On the 
other hand, the taxpayer contended that it 
complied with all the requirements of the 
statute because: 


1. It purchased its goods in the United 
States and sold more than 95% of such 
merchandise in Venezuela, a Western’: Hem- 
isphere country; 

2. The purchasers of its goods were resi- 
dents of a South American country; 


3. The funds which paid for the goods 
came from these South American residents; 
and 

4, It maintained offices and agents in 
Venezuela who solicited orders for the cor- 
poration. 


In addition, the taxpayer contended that 
the place where title to the goods passed to 
the purchaser should have no bearing in 
deciding what the source of the corpora- 
tion’s income was and that the legislative 
history of Section 109 supported its posi- 
tion. 

The Court ignored the activities of the 
taxpayer, upheld the passage of title test 
and disqualified the taxpayer as a Western 
Hemisphere trade corporation. It noted that 
a seller of goods derives income from the 
actual sale of the property; that the sale oc- 
curs when beneficial ownership and title to 
the goods. passes to the purchaser; and that 
it is the situs of that event which deter- 
mines where the sale takes place. The Court 
was satisfied that Congress was fully aware 
of the passage of title test and of its accept- 
ance by the courts when it enacted Section 
109. This case was reviewed by the entire 
Court and decided without dissent. It seems 
significant that it was the Commissioner 
who insisted that the Tax Court should ap- 
ply the passage of title doctrine in deciding 
the case. 
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keeps your dollars working for you 


You can expand your working capital with Credit Insurance. It guarantees 


the value of your Accounts Receivable...assures their conversion into cash. 


Credit Insurance is, in effect, a guarantee that your receivables 


are as good as money in the bank. 


Put security into your cash forecast. Ask your London Guarantee 


Representative to blueprint a personalized plan that will keep your dollars 
where they do the most good... in capital funds. Or, if you prefer, write to... 


Credit Insurance Department 


LONDON GUARANTEE AND ACCIDENT CO. LTD. 


Member of the Phoenix of London Group 
55 Fifth Avenue, New York 3, New York 
Over Sixty Years of Continuous Service In Credit Insurance. 
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POSITION OF 
INTERNAL REVENUE SERVICE 

The present attitude of the Internal 
Revenue Service was expressed in G.C.M, 
25131 C.B. 1947-2, 85—issued in 1947 
—in which the general rule is stated that, 
for the purpose of determining the source 
of income attributable to the sale of per: 
sonal property, a sale is consummated at 
the place where the seller surrenders all 
his right, title and interest to the buyer, 
In cases in which the bare legal title is re. 
tained by the seller, the sale would be 
deemed to have occurred at the time and 
place of the passage to the buyer of the 
beneficial ownership and risk of loss. Bare 
legal title refers to retention of title by 
the seller solely for security purposes 
pending the buyer’s paying for the goods. 

The above general rule is inapplicable, 
however, in any case in which the sales 
transaction is arranged in a_ particular 
manner for the ‘primary purpose” of tax 
avoidance. Under these circumstances, con- 
sideration must be given to all factors of 
the transaction, such as (1) _negotia- 
tions, (2) the execution of the agree. 
ment, (3) the location of the property, 
and (4) the place of payment and the 
sale will be ee to have been con- 
summated at the place where the sub- 
stance of the sale occurred.4 


ARE “SELLING SUBSIDIARY” WESTERN 
HEMISPHERE TRADE CORPORATIONS 
SHAM CORPORATIONS? 

What if the Revenue Service were to 
attack ‘selling subsidiary” Western Hem- 
isphere trade corporations as “sham” cor- 
porations organized principally and pni- 
marily for the purpose of avoiding taxes? 

It is submitted that the Service would 
not have much success with this approach. 
The courts will not allow the Commis- 
sioner to disregard the corporate entity, 
(assuming the Fe ea actually is 
carrying on valid business operations) 
even though tax savings might have been 
a dominant motive of incorporation. The 
main requirement seems to be that the 
selling subsidiary operate as a separate 
entity in its own independent business op- 
eration. 

The above view is supported by LT. 
3757, 1945 C.B. 200, issued in 1945 
under Section 129 of the 1939 Code 


*Regulation 1.861-7 (c). This “tax avoid- 
ance” qualification in the regulation and rul- 
ing probably means that if any transaction 1s 
markedly at variance with wsal commercial 
practice, the Service will not blindly apply the 
passage of title rule in determining source 0 
income. 
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(now Section 269).5 This ruling held 
that the creation of a new domestic cor- 

ration to carry on the business in the 
Western Hemisphere (other than in the 
United States) of an existing domestic 
corporation does not constitute tax avoid- 
ance even though the new corporation 
was created for the principal purpose of 
gaining the benefits of reduced tax rates 
which are accorded Western Hemisphere 
trade corporations. 

While it appears from the above that 
the Service will not challenge the corpo- 
rate validity of these selling subsidiaries 
per se, by holding that they are shams, 
this does not mean that it may not—and 
probably will—question their right to the 
tax savings afforded by Section 921, 
where they have no employes, offices, or 
inventories abroad, and are very obviously 
organized and operating in a particular 
manner solely for the purpose of saving 
taxes. 


APPLICATION OF SECTION 482 
TO WESTERN HEMISPHERE 
TRADE CORPORATIONS 

Section 482 provides the Commissioner 
with the authority to reallocate income 
and/or deductions between or among two 
or More Organizations which are directly 
or indirectly controlled by the same in- 
terests, if he determines such allocation 
necessary clearly to reflect the income of 
any or all of the entities within the con- 
trolled group. 

In 1953, the Revenue Service issued 
Revenue Ruling 15, C.B. 1953-1, 141, 
which stated that Section 45 of the 1939 
Code, the predecessor of Section 482 of 
the 1954 Code, applies to the relations 
between a Western Hemisphere trade 
corporation subsidiary and its parent cor- 
poration.® This parent-subsidiary relation- 
ship naturally lends itself to Section 482 
attack by the Service. Obviously, if the 
selling subsidiary is taxed at 38% while 
the manufacturing parent is taxed at 
52%, as much of the profit as possible 
will be left with the subsidiary. The Com- 
missioner, however, will attempt to allo- 
cate to the parent what he considers its 
just due. 

The interesting question which has not 
been decided by any court is whether the 

(Continued on page 132) 





_’ Dealing with acquisitions of other corpora- 
tions (or property) for the principal purpose 
of evasion or avoidance of federal income 
taxes, 

“In Revenue Ruling 57-542, dealing with 
intercompany transactions between a U. S. cor- 
Poration and its Western Hemisphere trade 
Corporation subsidiary, the Revenue Service re- 
afirmed its position in stating that “‘transac- 
tions between two closely related corporations 
will be carefully examined to ascertain whether 
they are on an ‘arm’s length’ basis, and Section 
482 of the Code will be applied to reallocate 
income and deductions between them where 
necessary to prevent evasion of taxes or clearly 
to reflect income of either company.” 
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WE CAN’T GIVE LEGAL ADVICE 
BUT WE CAN POINT THE WAY 


CORPORATE RECORDS RETENTION, VOL. 1: 
A Guide to U. S. Federal Requirements 


Space, at any time, means money most firms figure at $ per square foot. 
Filing of records, no matter how you do it, involves more money, time 
and expense. 


Is there an end in sight ? 


There is, but most management executives do not have the time and are 
not able to pinpoint the specific ruling in the maze of regulations gov- 
erning the time-length of records retention. Others feel they might in- 
fringe on what is considered a legal decision. 


As a management executive you should know. Now, you can know— 
simply, swiftly—easily as possible with CORPORATE RECORDS RETEN- 
TION, Vol. 1. 





CoRPORATE RECORDS RETENTION, Vol. 1, will point the way for you, 
single out the federal requirements denoting the time-length of records 
retention for 15 major industries. You will be able to adopt these 
accepted and precise time-length requirements for your own records 


retention program. 


In a matter of minutes, you can sit down with your legal counsel and 
work toward savings of thousands of dollars in space, filing time, cleri- 
cal costs and records maintenance. 


CORPORATE RECORDS RETENTION, Vol. 1, contains 242 pages with 27 
sections—and the detailed index will make it easy for you to put your 
finger on hundreds of specific time-length record requirements: ac- 


counts receivables and payables... bank deposits . . . cancelled 
checks . . . depreciation reserves . . . financial reports . . . insurance 
records ... journals . . . payroll records . . . tax records .. . and 


much, much more. 


Plus—information on microfilming in lieu of original records whenever 


permissible. 


Order Volume 1: A Guide To U. S. Federal Requirements now, so you 
will be sure to have the complete picture. 


CORPORATE RECORDS RETENTION, VOL. 1 $10.00 


($7.50 to members of Controllers Institute of America) 


Volume 2, scheduled for later release, will deal with the re- 
quirements of Canada and its Provinces. 


Volume 3, soon to appear, will concentrate on the individual 
requirements of the U.S. state governments. 


We will be glad to reserve future volumes on request. When 
you order Volume 1, just tell us to reserve Volumes 2 and 3. 


WRITE TO: 

CONTROLLERSHIP FOUNDATION, INC. 
DEPT. C-118 

2 PARK AVENUE, NEW YORK 16, N. Y. 


Orders from non-members outside Continental U. S. and Canada 
must be accompanied by remittance 
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manufacturing parent must sell goods at 
a profit (rather than at cost) to its West- 
ern Hemisphere trade corporation sub- 
sidiary; nor has any court determined a 
so-called “proper sales price of goods” 
sold between parent and subsidiary com- 
panies. It may not even be correct to 
expect the parent company to sell merchan- 
dise to its Western Hemisphere trade cor- 
poration subsidiary at the same price it 
would to outsiders. Congress created the 
special relationship between the domestic 
manufacturing parent and its Western 
Hemisphere trade corporation subsidiary 
by so phrasing the statute that the incor- 
poration of a separate subsidiary is the 
only way that the foreign-source income 
of a United States manufacturing com- 
pany can qualify for the reduced tax rate. 
Apparently, however, the profit-allocation 





problem as between parent and subsidiary 
was not considered. 

Section 482 does not provide the Com- 
missioner with the authority of creating 
income where none, in fact, exists. There- 
fore, where the sale of the goods from 
the parent to the subsidiary are in all re- 
spects bona fide, the subsidiary becomes 
the legal owner of the goods and, when 
resold at a profit, the profit cannot be 
allocated to the parent under the guise of 
Section 482. Where the sales between the 
parent and subsidiary are sham and as 
such are to be disregarded for tax al 
poses, all profits derived by the subsidiary 
from its resale to Western Hemisphere 
countries will be for the account of the 
parent company. An illustration of a 
sham transaction is one where the parent 
retains possession of the goods and itself 





EXHIBIT | 
WHTC WHTC 
No tax A tax of 29% 
imposed at imposed at 
source by source by 
foreign foreign 
country on country on Branch 
dividend dividend (U.S. parent Foreign 
distributions distributions company) Subsidiary 
Net foreign income 100 100 100 100 
Foreign income tax—26% rate 26 26 26 26 
74 74 74 74 
U.S. income tax 38 38 
Less foreign tax credit 26 12 26 12 
Dividend distribution to parent 62 62 74 
Dividend received deduction of 
85% (Effective tax rate on dis- 
tribution 7.8%) Available only 
on dividends paid by domestic 
corporations 52.7 52.7 
Taxable income to parent 9.3 9.3 100 74 
Foreign tax of 29% imposed on 
dividend distribution—29% X 
$62 17.98 
U.S. tax to parent 4.84 4.84 52 38.48 
Less credits: 
Deemed paid credit® (Avail- 
able only on dividends 
paid by foreign corpora- 
tions) 19.24 
Foreign tax paid by parent 26 
Foreign tax withheld on divi- 
dend distributions 4.84 
Net U.S. tax paid by parent 4.84 0 26 19.24 
Combined U.S. and foreign taxes 
on subsidiary and parent 42.84 55.98 52 45.24 
Net return to parent after com- 
bined taxes 57.16 44.02 ‘48 54.76 


*Under Section 902(a) of the 1954 Code, a U.S. corporation receiving a dividend from a 
foreign corporation, where at least 10% of the voting stock is owned, is deemed to have paid a 
Proportion of the income taxes paid by the foreign corporation and is permitted to claim these 
taxes, within limitations, as a credit against U.S. income tax. The foreign income tax deemed paid 
by the U.S. corporation is the same proportion of the foreign corporation’s income tax as the 
dividend received bears to the foreign corporation’s income before income taxes. 
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sells to third parties, using the name of 
the subsidiary in transacting the sale, by, 
recording the results in its own books, 
Thus, the companies should observe 
proper procedures in their intercompany 
dealings. 


FOREIGN TAX CONSIDERATIONS 

A Western Hemisphere trade corpon. 
tion is allowed a credit for foreign in. 
come taxes against its United States ip. 
come tax. A foreign tax rate which is less 
than 38% is entirely absorbed by the 
credit allowed the Hemisphere corpora. 
tion against United States income tax, 
However, where the foreign income tax 
rate exceeds 38%, the income tax advan. 
tage of Western Hemisphere trade cor. 
porations decreases and disappears com- 
pletely at or before the point that the 
foreign rate reaches 52%. The amount 
by which the foreign rate exceeds 38% 
cannot be credited against either the 
Western Hemisphere trade corporation's 
United States income tax or that of its 
corporate shareholder. Presently, except 
for Canada, most of the Western Heni- 
sphere countries have income tax rates be- 
low 38%. 

Where the Western Hemisphere trade 
corporation is an “extractive’’ enterprise 
which is entitled to a depletion deduction 
under United States income tax law, un- 
less the foreign country within which it 
conducts its extraction operations allows 
a similar deduction for depletion, the for- 
eign income tax rate may actually exceed 
the effective United States rate. Under 
such circumstances, the advantage of hav- 
ing a Western Hemisphere corporation 
may disappear, even though the foreign 
tax rate is less than 38%. 

The parent corporation of a Western 
Hemisphere trade corporation subsidiary 
incurs an additional tax of 7.8%7 on 
dividends received from the subsidiary 
company. In this connection, also, it 
should be noted that the parent gets no 
prorated foreign tax credit applicable to 
the dividends received from the Western 
Hemisphere trade subsidiary, as it would 
on dividends received from a subsidiary 
incorporated in a foreign country. 

A corporation which is planning to ex- 
pand its operations to Latin American 
countries should consider the type of of- 
ganization which would best meet its pat- 
ticular needs. The alternatives available to 
the company include a branch (wherein 
the existing U. S. corporation directly 
operates in the foreign country), forma- 
tion of a U. S. subsidiary company qual- 
ifying as a Western Hemisphere trade 
corporation, or the formation of a foreign 
subsidiary. 


"7.8% is obtained by multiplying the cor- 
porate tax rate of 52% by 15% of the divi- 
dends received, the latter being the taxable 
portion of the dividends after the dividends 
received deduction. 
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A foreign subsidiary corporation can 
produce a decided tax advantage where 
the parent company reinvests its subsidi- 
aty’s profits in foreign operations since 
the foreign company’s earnings are not 
taxed to the U. S. parent until received 
by it in the form of dividends. In effect, 
U. S. tax on the foreign earnings is de- 
ferred until distributed to the parent. 

The computations in Exhibit I show 
the net return to the U. S. parent under 
each of the alternatives after payment of 
U.S. and foreign income taxes. 

It is to be observed from these illustra- 
tions that a Western Hemisphere trade 
corporation offers a substantial advantage 
over a foreign subsidiary only when the 
foreign country in which the Western 
Hemisphere trade corporation operates 
imposes no tax on dividends distributed 
to the U. S. parent. This holds true be- 
cause of the operation of the foreign tax 
credit for a subsidiary’s taxes.® 

Presented graphically, the net return to 
the U. S. parent under each computation 
(except that of the Western Hemisphere 
trade corporation on whom foreign in- 
come tax is imposed at source on dividend 
distributions!°) appears in Exhibit II. 


SUGGESTED METHOD OF OPERATION 
OF A WESTERN HEMISPHERE TRADE 
CORPORATION “EXPORT” SUBSIDIARY 


Now that there have been set forth 
many of the problems faced by Western 
Hemisphere trade corporations engaged 
solely in export activities in Western 
Hemisphere countries outside of the 
United: States, it might be helpful to out- 
line a program for establishing a Western 
Hemisphere “‘export’’ subsidiary which 
will result in a bona fide Western Hemi- 
sphere trade corporation. This might be 
one as follows: 


1. A parent manufacturing company 
organizes a domestic subsidiary corpora- 
tion. 

2. The function of the subsidiary cor- 
poration will be to purchase goods from 
the parent and sell them in Western Hem- 


*The tax benefit of the Western Hemisphere 
trade corporation to a corporate shareholder 
declines if a foreign country in which the 
Hemisphere corporation derives its income, 
imposes a tax on dividends paid nonresidents. 
The foreign tax credit is limited in this case to 
the amount of the United States tax on the 
taxable portion of the dividends, (normally 
7.8%) assuming the parent has no other in- 
come from that foreign country. To the extent 
that the foreign tax rate exceeds the United 
States tax rate on the dividends, the benefit of 
the foreign tax credit is lost to the parent com- 
pany. The subsidiary is not entitled to the 
foreign tax credit since the foreign tax is im- 
posed upon the parent company receiving the 
dividends, 

”The net return to the parent corporation 
Was not suitable to a line graph because of the 
varying foreign tax withholding rate in foreign 
countries and the operation of the U. S. foreign 
tax credit. 


isphere countries. The subsidiary might be 
the sole distributor of the parent’s mer- 
chandise in Western Hemisphere coun- 
tries. 

3. The subsidiary will carry on activi- 
ties of substance abroad and will not act 
merely as an agent of the parent. It will 
operate as follows: 


a. It will maintain its own set of books 
and do its own billing. 

b. It will employ personnel in the 
United States and abroad. Where it is not 
feasible to have employes abroad, mini- 
mum requirements would be designation 
of a personal agent such as a bank located 
in the foreign country to handle its affairs. 

c. A firm sales agreement might exist 
between the parent and subsidiary com- 
pany which assures the parent a price for 
its goods which will approximate the 
amount it receives from unrelated cus- 
tomers operating in the United States. Of 
course, a certain discount would be al- 
lowed the subsidiary to compensate it for 
additional expenses incurred and increased 
risk to which it will be subject in operat- 
ing abroad. 

d. The subsidiary will formulate its 
own business policies. To the extent feasi- 
ble, each company will have independent 
management. 


4, Negotiations and contracts will be 


transacted in the Western Hemisphere 
country and legal title to, and possession 
and control of the goods will remain with 
the seller until shipment reaches the cus- 
tomer’s warehouse or other destination. 

5. At the destination, the subsidiary’s 
employes or its designated agent will re- 
ceive the goods and handle the necessary 
details. 


A THOUGHT FOR THE FUTURE 


Apparently, to date, the Internal Rev- 
enue Service has not initiated an all-out 
campaign against Western Hemisphere 
trade corporations with no substance to 
their foreign operations, but the Service 
has not accepted the propriety of these en- 
tities. History has a way of repeating itself. 
The original provisions relative to corpo- 
rate reorganizations were introduced into 
the law in 1918. For many years literal 
compliance with the statute was sufficient 
to produce a tax-free result. Finally, the 
Revenue Service attacked corporations 
which followed the letter but circumvented 
the spirit of the law. In 1935, the U. S. Su- 
preme Court decided the famous Gregory 
case and literal compliance with the lan- 
guage of the statute was no longer sufh- 
cient. One day, “export’’ Western Hemi- 
sphere trade a with no foreign 
activities may find themselves similarly 
situated. 
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SALE-LEASEBACKS AND LEASING 
IN REAL ESTATE AND EQUIPMENT TRANSACTIONS* 


By Harvey Greenfield and Frank K. Griesinger 





Reviewed by ADOLPH G. LURIE 
Partner, Alexander Grant & Company 
New York 


Any financial executive involved in fi- 
nancing the acquisition of real estate and 
equipment, considering a sale and lease- 
back, long-term lease, or equipment rental, 
should read this 107-page typewritten re- 
port which discusses the problems involved 
in an understandable manner, and de- 
scribes the methods and procedures fol- 
lowed in transactions relating to the ac- 
quisition of capital assets for use in an 
industrial or commercial enterprise. 

This study can also be used to good ad- 
vantage by attorneys, certified public ac- 
countants, investment bankers, financial 
analysts, investors, real estate brokers, 
equipment marketing executives, and 
others interested in any aspect of pur- 
chasing, sale, or lease of capital goods. 

The introduction by Mr. Griesinger 
brings the subject clearly into focus for 
the financial executive by stating that pro- 
ductive assets produce profits because they 
are used, and not because they are owned 
(underscoring is the author's), and that 
leasing involves using the other fellow’s 
money. He cautions that advertised claims 
of leasing must be examined carefully. In 
the concluding paragraphs of his intro- 
duction, the author emphasizes that in the 
last analysis no engineering calculation 
can displace managerial judgment in eval- 
uating alternative proposals with respect 


to the various methods of acquiring capi- 
tal assets. 

The introduction includes several in- 
teresting discussions of matters to be con- 
sidered by the executive in evaluating the 
alternative poem The author suggests 
the study of cash flow resulting from leas. 
ing as compared with various other meth- 
ods of debt-financing. He points out that 
the best cash flow is not always the low- 
est cost. 

The financial executive and controller 
will find other enlightening matters in the 
introduction, such as a discussion of the 
economic choice, present worth method, 
and return-on-investment concept as fe- 
lated to investment decisions. However, 
the more important aspect of leaseback 
and real estate leasing problems will be 
found in Mr. Greenfield’s section on Real 
Estate Leasebacks. 

This section includes the history of sev- 
eral important leaseback transactions and 
describes the various methods followed. 
The author includes description of the 
transactions that are common and some 
that are rather unusual. He also gives ex- 
amples, comparing the cost with other 
means of financing. 

Mr. Greenfield lists and discusses eight 
advantages of leaseback transactions to 
the seller-tenant. Later he discusses eleven 
disadvantages of the leaseback transac- 
tion to the tenant. This, of course, will 
enable anyone contemplating such a trans- 
action to weigh the various aspects of the 
situation as it pertains to his own enter- 
prise. 

Unusual transactions are mentioned to 
indicate the great variety of uses of lease- 
backs in financial transactions. For ex- 
ample, there are several methods of apply- 
ing sale-leaseback transactions to pension 
and profit-sharing plans. 

(Continued on page 136) 


* Published by McGraw-Hill Book Com- 
pany, Inc., 327 West 41 Street, New York 36, 
N. Y. $15.00. 
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The section on equipment leasing does 
not answer the question, whether to lease 
or to buy. It poses the problem and pre- 
sents the alternatives, particularly with re- 
spect to automotive transportation. The 
executive can give this problem better 
consideration with the knowledge gained 
from reading this portion of the report. 

The attorney would be particularly in- 
terested in the usual sale-leaseback con- 
tract provisions, including terms, purchase 
options, renewals, valuation, rental rates, 
improvements, and cancellation. He would 
also find significant information in the 
discussion of the characteristics of and the 
legal background of equipment leasing, 
including recent litigation. In addition, 
the tax aspects are included citing leading 
cases pertaining to these transactions. This 


information would be valuable to an at- 
torney in negotiating for his client. 

For the certified public accountant, 
there is the dissertation about the effect of 
leasebacks upon the balance sheet. Both 
authors observe that the present practice 
of disclosure of the provision of long- 
term leases and leasebacks by footnote 
may be misleading and that consideration 
of more formal balance sheet treatment 
may be desirable. Accountants will also 
find many areas within the text to help 
them evaluate transactions and assist their 
clients in determining the best method for 
financing capital additions. 

Investment bankers can find many fac- 
tors to enable them to guide corporate 
executives to the proper solution of ex- 
pansion financing. Comparisons of debt- 
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financing with leasing is most helpful 
Discussions of the effect of leases upo 
the financial condition of an enterprise 
of particular interest. However, the ay. 
thors omitted one important aspect of the 
problem. There is no comparison of 
equity-financing with leasing. 

Financial analysts are concerned with 
that portion of the report dealing with the 
effect of leases upon the balance sheet and 
the financial condition of the busines. 
These matters must be considered in the 
evaluation of security investments. 

Investors can find much that will help 
them in their search for sound invest. 
ments. Mr. Greenfield covers the advan. 
tages to the purchaser-investor and points 
out the high yield, comparative safety, 
tax advantages, leverage possibilities and 
other factors that would influence an in. 
vestor. In the examples given, he includes 
such off-beat items as the estate tax reduc. 
tion by investments in foreign leases. 

The information that interests real estate 
brokers is obvious. Leasebacks are made 
to order for them. However, a thorough 
reading of this report may open new 
possibilities for successful sale-leaseback 
transactions. 

Equipment marketing executives will 
find much to assist them in their search 
for new markets. Mr. Griesinger’s section 
on equipment leasing has far more of 
value to the lessor than the lessee. It dis- 
cusses many of the plans, procedures, tax 
aspects and financing problems pertaining 
to the leasing of equipment, automotive 
transportation, tires, and aircraft. 

The bibliography included is fairly 
comprehensive, but is not complete. No- 
table omissions are the many articles pub- 
lished in THE CONTROLLER, particularly 
“Leaseback vs. Security Financing,” a re- 
port of a study prepared by a subcommit- 
tee on Capital Assets and Related Reserves 
of the New York City Control of Con- 
trollers Institute published in the Septem- 
ber 1953 issue of THE CONTROLLER. 

It can be readily seen that there is a 
wealth of information about leasing and 
leasebacks in this report. It serves a useful 
purpose in bringing a mass of data be- 
tween two covers in readily readable 
form. It solves no problems but estab- 
lishes the means for doing so. It takes 
the glamor out of leasebacks and exam- 
ines the transaction from a realistic, sound 
approach. It includes those aspects con- 
cerning both sides of the transaction, so 
that each party can see the advantages and 
disadvantages to the other. 
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In a growing period of prosperity, fol- 
lowing hard on the heels of our largest 
peacetime deficit, the Government should 
live within its income, particularly in the 
light of the present high level of general 
tax rates. This basic Administration phi- 
losophy, as well as the detailed explana- 
tion of the proposed fiscal 1960 budget, 
was presented by Maurice H. Stans, Di- 
rector of the Bureau of the Budget, before 
the Joint Economic Committee (composed 
of members of both the Senate and the 
House). 

To reach a balanced budget in 1960, 
Mr. Stans told the Committee, the Gov- 
ernment expects to get most of its help 
from es receipts. On the expendi- 
tures side, the budget provides first for 
national security needs and other essential 
activities while working also for the ob- 
jective of a balanced budget. The pro- 
posed $3.9 billion decrease in the budget 
expenditure totals between 1959 and 1960 
is the result of several factors. The largest 
single decrease from the 1959 budget was 
a nonrecurring item—the proposed addi- 
tional united subscription to the interna- 
tional monetary fund. In addition, three 
large temporary programs are scheduled 
for termination before the 1960 budget: 
These are the acreage reserve, the tempo- 
rary advances to states for extended un- 
employment compensation, and the spe- 
cial purchases of mortgages on low-cost 
housing. 

Mr. Stans also noted that the proposed 
budget contains recommendations for leg- 
islation to achieve long-run economies by 
adapting certain programs to changed cir- 
cumstances. These proposals to adjust pro- 
grams in the light of current conditions 
are expected to bring budgetary savings in 
the years beyond 1960 and, together with 
the rise in revenues from a growing econ- 
omy, could produce surpluses which might 
be applied to reduce public debt and to 
reduce taxes. 

In answer to a question on whether we 
would be content to operate with a deficit 
or would prefer tax boosts if congres- 
sional increases in spending threaten to 
unbalance the $77 billion budget for the 
coming fiscal year, Mr. Stans replied, 
“That would depend on the size of the 
deficit. If it were small, I would not want 
to increase the tax burden. If it were sig- 
nificant, I think we would have to face 
up to tax increases.” 

Mr. Stans reviewed for the committee 
the spending decreases that resulted in the 
budget being cut back from $80.9 billion 
in the current year ending June 30, to $77 
billion in the new year. He insisted the 
new budget adequately provided for na- 
tional security and did not sacrifice any 
essentials in the defense or civilian pro- 
grams. 

In answer to the comment of one con- 
gressman who cited reports that the 


Stans Discusses 1960 Budget 


Budget Bureau had cut $8 billion from 
the spending requests of the various fed. 
eral agencies, Mr. Stans replied that the 
head of every federal agency believes his 
program deserves more money, but the 
Budget Bureau must weigh the needs and 
priorities of one agency against the 
other’s. He repeated that he was con. 
vinced that the amounts provided were 
adequate and ample to carry all programs 
ahead. 

In answer to a question as to his action 
if the anticipated revenue were budgeted 
at $75 billion rather than $77 billion, Mr, 
Stans replied that he felt the expenditures 
would still have added up to the $77 bil- 
lion and that “we would then have had to 
face up to either a deficit or tax increases,” 


Court Reverses NLRB Ban on 
Pickets by a Minority Union 
The U.S. Court of Appeals in Wash. 


ington has reversed a landmark decision 
handed down by the National Labor Re. 
lations Board banning picketing by a 
minority union. The NLRB had ruled 
that it was an unfair labor practice fora 
union to continue picketing a firm whose 
employes had voted against the union; in 
that particular case, the union had been 
decertified by the NLRB as a bargaining 
representative of the employes. 

The basis of the NLRB decision was 
that picketing by a nonrepresentative 
union, by exerting economic pressure on 
the company, also pressures workers who 
cannot escape a share of the damage 
“caused to the business on which their 
livelihood depends.” 

The Appeals Court, by a two-to-one 
vote, ruled that peaceful picketing even 
after a union has been unseated does not 
violate the law. The “coercion” barred by 
the Taft-Hartley Act referred to direct 
pressure on employes in the form of 
physical force or threats, the court said. 





CORPORATE 
ASSISTANT CONTROLLER 


Headquarters management staff, decentral- 
ized multi-plant capital goods manufacturer. 
The man we seek is now probably a Divi- 
sion Controller or equivalent, of a well re- 
garded machinery building company located 
in the Michigan, Indiana, Ohio, Pittsburgh 
or Buffalo area. He is thoroughly familiar 
with job costs and the operations of a cap- 
ital goods manufacturer. 

He is a family man in his late thirties 
with an above average educational back- 
ground. His work history should have been 
in an industry with its own direct sales 
and service organization; CPA experience 
will not be weighed heavily. 

If you completely fit this description and 
feel the need to operate now on a genera 
management staff level, and are thoroughly 
convinced you do not have the opportunity 
where you are—we would like to hear from 
you—in complete confidence, of course. 


Box D2378 
THE CONTROLLER 
Two Park Avenue New York 16, N. Y. 
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Joronta Ontario, Canada (ABOVE 


A dinner meeting to review past activi- 
ties and explore future programs and re- 
lationships with official bodies in Canada 
was held on January 13 under the aus- 
pices of the Toronto Control of Control- 
lets Institute. Representatives of the Mont- 
real, Hamilton and Vancouver Controls 
were also in attendance. Prior to the ‘‘Ca- 
nadian Affairs’ program, which featured 
the Toronto Control’s dinner meeting, 
there had been a meeting of the Institute's 
Committee on Canadian Affairs under the 
chairmanship of Jack Plumpton, secretary- 
treasurer and comptroller, National Steel 
Car Corporation Ltd., Hamilton. 

Those seated at the head table are (/eft 
fo right) H. Johnston Burns, executive as- 
sistant to president, Powell River Co., 


| Ltd, Vancouver; Regional Vice President 


|. H. Reid, president of Standard Paving 
& Materials Ltd., Toronto; Hamilton 
Control President Norman J. Brown, 
comptroller, Steel Company of Canada, 
Ltd.; Institute Managing Director Paul 
Haase; Toronto Control President J. A. 
Ross, vice president and treasurer, Shell 
Oil Company of Canada, Ltd.; J. F. Kid- 
ner, a past president of the Toronto Con- 
trol and past chairman of the Canadian 
Affairs Committee, who is treasurer, Ca- 
nadian Oil Companies, Ltd., Toronto; 
Montreal Control President Victor W. 
Tryon, Jr., treasurer, Canadian Pratt & 
Whitney Aircraft Company, Ltd.; Cana- 
dian Affairs Committee Chairman Jack 
Plumpton; and Vice Chairman of the Ca- 
nadian Affairs Committee R. H. Wood, 
treasurer, Great Universal Stores of Can- 
ada, Ltd., Montreal. 


Columbus, Ohio (RIGHT) 


National and local officials of Control- 
les Institute participated in an all-day 
*ssion at Columbus, Ohio, on January 15 











to review programs and related activities, 
as well as conduct a pilot session of the 
Area Operations Committee, which will 
be established in the forthcoming fiscal 
year of the Institute. The meeting was un- 
der the co-chairmanship of Eugene P. 
Heiles of Toledo (seated second from 
right) and E. W. Weston of Dayton 
(standing second from right). 

Paul R. Langdon of Columbus (stand- 
ing extreme left) served as chairman of a 
subsequent session on local activities and 
members of the group participated in the 
dinner meeting of the Columbus Control, 
which closed the day’s activities. 


THE CONTROLLER.......... Ke 











Mr. Heiles and Mr. Weston are vice 
presidents of the Institute and Mr. Lang- 
don is a national director. 

Others in the photograph (seated left 
to right) are: Edward G. Sommer of 
Louisville; Collis DeHaven of Dayton; 
John R. Kahler of Toledo; F. William 


Kahrl of Columbus; Mr. Heiles; and 
Edward H. Eaton of Pittsburgh. (Stand- 
ing left to right) Mr. Langdon; N. M. 
Calvert of Fort Wayne; Arthur L. Ehr- 
mantraut of Cincinnati; E. T. Fitch of 
Pittsburgh; Harold B. Jackson of Toledo; 
T. Ames Wheeler of Pittsburgh; Mr. 
Weston; and Paul Haase of New York. 
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ial LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMER; 


San GYrancisce, Calif. (10?) 


On November 20, 1958, the San Fran- 
cisco Control of Controllers Institute held 
Part I of its Industrial Relations Work- 
shop on Labor/Management Problems at 
the St. Francis Hotel. Those shown at the 
head table at the dinner between the two 
afternoon and one evening sessions are 
(left to right) Robert W. Johnson, a di- 
rector of the Control, Industrial Relations 
Workshop chairman and assistant comp- 
troller, Standard Oil Company of Cali- 
fornia; Richard F. Tharp, second vice 
president of the Control and controller, 
Fireman’s Fund Insurance Group; George 
L. Hillenbrand,* Commissioner, Federal 
Mediation and Conciliation Service; Wil- 
liam R. Thomas, president of the San 
Francisco Control and vice president, Cut- 
ter Laboratories, Berkeley; John B. Kin- 
nick,* vice president, Office Employes 
International Union AFL-CIO, Oakland; 
Roy N. Dreiman, first vice president of 
the Control and assistant comptroller, Pa- 
cific Gas and Electric Company; William 
H. Smith,* director of Research and sec- 
retary, Federated Employers of San Fran- 
cisco; C. Paul Hulten, vice chairman of 
the Industrial Relations Workshop and 
vice president and comptroller, First 
Western Bank & Trust Co.; and Thomas 
W. Parham, secretary of the Control and 
treasurer, Balfour, Guthrie & Co., Ltd. 


* Speakers 


Pittsburgh, Pa. (Richt 


The consolidated handshake is on the 
occasion of the 25th Anniversary of the 
Pittsburgh Control of Controllers Insti- 
tute celebrated at a dinner meeting on 
January 19. Left to right are Paul Haase, 
managing director of CIA; Dudley E. 
Browne, vice president-finance and con- 
troller, Lockheed Aircraft Corporation, 
and a former national president of the 


THE CONTROLLER 


Institute; T. Ames Wheeler, controller, 
Allegheny Ludlum Steel Corporation, and 
president of the Pittsburgh Control; 
I. Wayne Keller, controller, Armstrong 
Cork Company, Lancaster, Pa., guest 
speaker at the dinner; and C. R. Fay, vice 
president, Paint & Brush Division, Pitts- 
burgh Plate Glass Co., a past national 
president, CIA, and former president of 
the Pittsburgh Control. 

Some of the earlier members of the 
Pittsburgh Control admire the 25th birth- 
day cake. Left to right are R. E. Smith, Jr., 
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auditor, Mesta Machine Company; E. } 


Griffiths, president, Sanitary Manufactut 
ing Company of Pittsburgh; William EF 
4 dent Bro 


Scheibler of Coraopolis, formerly with 


Mellon National Bank & Trust Co.; anh 


George W. Sheridan, McKelvey & Co. 


Lighting up the 25th anniversary cake. f 
} president 
| Miami, C 


Left to right are Paul Haase, managin 
director, CIA; George V. Lang, vice pres 


ident of United Engineering and Foundn f 


Company, who was a charter member an¢ 


first president of the Pittsburgh Control; F 


T. Ames Wheeler, 1959 Control pres: 
dent; and Edward H. Eaton, treasurer 0! 
Pittsburgh Plate Glass Company and ! 
national director of Controllers Institute 
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THE CONTROLLER CAMERA 


| Los Angeles, Calif. (109) 
The Los Angeles Control of Control- 
lets Institute has a program which in- 
volves the presentation of a scroll in rec- 
ognition of mezit to outstanding graduate 
students who have majored in accounting. 
Receiving a scroll is William F. Waina, 
fr, a graduating student, UCLA. Flank- 
ing Mr. Waina ave (/eft) Robert F. Mor- 
ris, president of the Los Angeles Control, 
treasurer, Don Baxter, Inc.: Max Lori- 
more, comptroller, Union Oil Company 
| of California, chairman of the Control’s 
| fducation Committee; Mr. Waina; and 

Paul Kircher, CIA associate member, Uni- 
| versity of California at Los Angeles. 


Indianapolis, Indiana (CENTER) 


The camera caught these charter mem- 
bers of the Indianapolis Control of Con- 
tollers Institute at the group’s 20th Anni- 
versaty meeting held on January 8. Left 
fo right are S. C. Land, secretary, Con- 
tinental Steel Corporation, Kokomo, Ind. ; 
0. J. Norris, treasurer, Ross Gear & Tool 
Company, Lafayette, Ind.; Edward M. 
Karrmann, treasurer and controller, Amer- 
ican United Life Insurance Co.; Edward 
J. Dowd, secretary, Schwitzer-Cummins 
Company; Victor C. Seiter, assistant sec- 
retary, treasurer and controller, Citizens 
Gas & Coke Utility; and Bernard C. 
Schaefer, controller, MacAllister Machin- 
ety Co., Inc. 


Miami, Bloréda (Lower RIGHT) 


This informal half-round table repre- 
sents a get-together upon the occasion of 
national President J. McCall Hughes pay- 
ing a call on the Florida Control of Con- 
trollers Institute at the January meeting. 
Pictured Jeft to right seated are Hargett 
Y. Kinard, vice president and treasurer, 

Maule Industries, Inc., Miami, first vice 
- E. |p president of the Control; President 
factur Hughes, vice president and controller, 
iam E.§ Mutual of New York, New York; Presi- 
, with dent Bromberg, vice president and con- 
.; an’ ttoller, $. B. Hubbard Company, Jackson- 
‘o,f Ville; and Eugene E. Cohen, secretary of 
+ cake | the Florida Control and financial vice 
naging president and treasurer, University of 
e pres Miami, Coral Gables. 
yundyf Standing left to right are three directors 
er andp of the Florida Control: C. J. Millar, In- 
trol; “ational Petroleum Co., Ltd., Coral 
presi: F Gables; J. Edward Greaves, vice presi- 
rer of dent-finance, Hubbard Construction Com- 


and 1B Pany, Orlando; and kckhichkEéE ot SS — 
titute Boller, Delamere Company Inc., Miami. THE CONTROLLER MARCH 1959 
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In the last nine months of 1958, a. 
cording to John Diebold & Associates ¢ 


624 general-purpose electronic computers 
were installed in this country. This repre. 
sents approximately a 45% increase over 


the total reported in March 1958. The 
very large-sized systems showed an ip. 
crease of 30%. If all types of computers 
are counted—large, medium, and small 
and electronic card computers—the pres. 
ent total of installations is 7,200 or 204 
This Electronic World at remote sources and feed it instantane- over the 6,000 reported in March 1958, 

3 _ : ously to central computers or to data- ® 

A completely automatic ; transaction processing centers. The first production 
recording and data-communications Ge: “Lat oF the Seansarter System has been 
vice, called Transacter System, has been installed at the U. S. Naval Gun Factory 
announced by the Stromberg Time Cor- jn Washington, D. C., where it will be 
poration. The device functions in the pre- used to feed data information to an IBM 
input stage of any data-processing system, 650. Its primary function here will be to 
making it possible ‘to collect information — simplify manufacturing control. 





A new machine language for bank ay. 
tomation, called Dual Code Perforation, 
has been introduced by Cummins-Chicago 
Corporation. It is intended to make auto. 
mation practical for the small bank and 
reduce the capital investment requirements 
of large banks. The Dual Code language 
is applied at the top of the check s 
that it will not interfere with magnetically 
coded data applied along the lower edge. 





_ SOME NOTES ON EXECUTIVE DEVELOPMENT 


The following gist of discussion at a seminar on executive develop- The Dual Code Perforation combine 
ment is based on notes taken by the research director of Controller- humanly and machine readable perforated 
: g é eee a pes é é eq 
ship Foundation u ho participated as the Foundation’s representative characters intermixed with perforated fiv 
¢ d C- 


channel code. The system is intended to 
provide a flexible means of coding and 
processing various bank documents such as 
checks, installment payment coupons, etc. 


The Problem operations to get a good comprehension 
ge Pe I poe eo of problems and methods in sales, pur- 
Stated in terms of the logical, ate E 

ACG 5 chasing, production, accounting and con- 


objective, the problem is to take a man in heal = 
is middle or late forties, who has climbed gee. ; 
_ q * I c “ali ion weslen anita c. After several years as staff assistant . 
a ladder of specialization (sales, manufac- aoe aoe Sag 
: Adder OF S} ere gs ein division executive, 7f he continues to Corporate Tax Ruling 
g, accounting, etc.) and make ier ' : ; ; 
uring, ac-Ov & © justify further development, give him a U. S. corporations doing most of their 


into a president having a sufficiently broad responsible operating executive position; business in a U. S. possession ordinarily 
point of view to handle the job. d. Then, if he still measures up after a are exempt from U. S. tax on income te- 

It is difficult, if not impossible, to take period on such a job, he should be en- ceived there from outside the U. S. The 
such a man and rebuild him for broad fojied in a formal management training IRS has recently ruled that proceeds te- 


viewpoint and intellectual ac tivity related program; ceived outside the U. S. by such a concem 
to policy Jape nenes he has dropped e. After completing such training a are still exempt even if later deposited 
all scholarly and intellectual exercise upon yan should be brought back into a gen- with a bank located in the States. The Bu- 
leaving school. eral management position—for example, reau warned, however, that any money 

manager of a division or other major collected by the bank in this country on 
A Recommended Approach phase of company ; and the corporation’s behalf would be subject 


f. Obviously, more men will be put to tax—even if credited to the company’s 
aN a e into such an executive development pro- account with the bank’s branch in the pos- 
To develop executives: gram than come out successfully complet- session where the firm is based. 
ing all phases of it. Where, after careful 
analysis, a man has reached the limits of Consumer Spending 
productive development, he should be During the business contraction of 
given a management job at the level 1957-58 consumer spending for automo- 
equivalent to the capacity he has demon- piles and automotive parts plunged 22% 
strated. Thus, while the program, carried below its pre-recession level, and pur: 
to its ultimate logical objective, is aimed chases of furniture and household equip- 
at developing top executive talent for the ment also dropped significantly. Spending 
company, it will produce a reserve of men for services, however, climbed steadily 
at various levels—maybe only two or and nondurable purchases began an unin- 
three at a level but a reserve, nevertheless, terrupted climb after a slight dip early in 
for filling middle-management jobs with the recession. By the second quarter of 
well-trained men. 1958, reports the National Industrial 

Conference Board, consumer spending for 

While executives attending this seminar services and nondurable goods had com 
were in substantial] agreement on the _ pletely offset the decline in durables. 

a. He must be given a chance to ob- major elements of the program outlined 
serve and learn by example, observation above and the soundness of such a well- Own Versus Lease 
and guidance of top executives ; integrated program, they also realized that The total of about $1.5 billion worth 

b. He should be attached to a major di- not all elements of it can be put into full of capital equipment was leased femme 
visional executive's office as a staff assist- operation by all sizes and types of com- by business during 1958, according to the 
ant after he has worked long enough in panies. H.F.K. estimate of one leasing company. This 
figure represents an increase of 200% 
over the same man’s estimate of about 


ee ee emer man mn niroy MARCH 1959 $450 million leased in 1953, 


to Solving the Problem 


1. Keep a man’s intellectual develop- 
ment moving right along from the time 
he gets started in business. If he’s a col- 
lege graduate, he is now ready to start 
learning and thinking in terms of obser- 
vation and developing experience. College 
should have taught him 4ow to learn and 
think effectively on his own. 

2. Insure that the man in business gets 
the &ind of practical, diversified experi- 
ence which will make him successful in 
general management, in seeing the inter- 
related problems of the various elements 
of the business. 

3. This means: 
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* CORPORATION LAW 





New CCH Guidance on Corporation Law and Business Controls 


Good news—BIG news—for everyone who needs under- 
standable guidance on the rules affecting corporations 
and their business operations is CCH’s brand-new, just- 
announced CORPORATION LAW GUIDE. 


Timely “GUIDE Reports” Keep Subscribers Posted on Everything New 


Regular “GUIDE Reports” offer continuing, dependable help that combines authority and simplicity 
to keep subscribers on top of latest changes, newest methods—with up-to-date answers for planning 
and managing corporate affairs and transactions. Expert CCH Editorial Explanation in these “GUIDE 
Reports”: 


e RED-FLAGS dangers—new “doing business” angles, 
taxes on interstate activities, etc. 

e POINTS OUT new opportunities— government con- 
tracts, tax-option corporations, executive compen- 
sation methods, government aids to business, closely 
held companies, and the like 

e EMPHASIZES clear understanding by explaining 

how new rules affect familiar practices 

REDUCES involved federal and state requirements 

to A-B-C simplicity 


e TELLS what the new rules mean, instead of only 
what they say 


e CUTS ACROSS federal and state rules, showing 
how they apply to corporate activities 


© CLARIFIES new trends and policies and shows how 
to get the most out of them 


e CONCENTRATES on practical information needed 
to make corporate decisions 


Through prompt reporting, subscribers get the news in plenty of time to capitalize on new opportunities 
—or take protective action when danger threatens. 


Subscribers will especially like the separate “Summary” that gives the highlights of new 

happenings and tells where in the accompanying “GUIDE Report” each is covered in full. 
i. ° . . “he ° . 

(No extra charge to subscribers for this special editorial feature.) 


Two Big New GUIDE Volumes—lIncluded Without Extra Charge 


“Charter Subscribers” receive two brand-new GUIDE Volumes at no extra charge to start them off 
with today’s most effective corporate control techniques and methods. Everything needed is covered 
—nothing helpful has been overlooked by CCH Editors in shaping up this big “package” of corporation 
guidance. For the GUIDE goes far beyond basic corporation acts by bringing together and reflecting 
pertinent federal and state laws and business controls in a dramatically new and different way: With 
EXPLANATION, simple, easy-to-understand explanation of “all the rules affecting corporations. 

Whatever your interest in corporation law and management, you're sure to value the help of these 
two new GUIDE Volumes, the continuing ““GUIDE Reports,” and the separate “Summary.” 
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Whee Send for Your FREE Tox Book ! | COMMERCE CLEARING HOUSE, Inc 
Business Crosse? Use this handy coupon to request your 4025 W. Peterson Ave., Chica sakes 
State Tax Lines complimentary copy of “When Business : 9 eT 
\ Crosses State Tax Lines.” Practical, Send us our complimentary copy of “When Business Crosses State 
@ \ easy to understand, ae highlights tax Tax Lines.’”’ Also send further details about CCH's swift, dependable 
praises ite Lae ernweimcioamg CORPORATION LAW GUIDE—no obligation, of course. 
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COMPANY CHANGES .. . 

Harry J. Kane was elected to the newly 
created post of financial vice president of 
Georgia-Pacific Corporation, Portland 
Ore. He will continue as controller. Mgy. 
ion L. Talmadge was named treasurer of 
the company. 


NEW APPOINTMENTS .. . 

J. Kurt Mahrdt, executive vice president 
of the Indiana National Bank of Indijap. 
apolis, Indianapolis, Ind., elected a direc. 
tor... . David L. Mitchell elected assistant 
treasurer of American Bakeries Company, 





PROMOTIONS .. . man and chief executive officer of Union : ; 
Elmore C. Lampe recently became vice Commerce Bank in Cleveland, Ohio. He Chicago, Ill... . James G. Colvin recently 
president of the Citizens Fidelity Bank & 1s a past president of the Cleveland Con- became treasurer of St. Joseph Lead Com. 
Trust Company, Louisville, Ky. . . . Todd trol, Controllers Institute. pany, New York. . . . William A. Under 
G. Cole was named executive vice president wood was named comptroller of Standard 
administration and finance of Delta Air ADDITIONAL DUTIES .. . Oil Company (Indiana), Chicago, Ill, 
Lines, Inc., Atlanta, Ga. . . . Standard William C. Whitney is now vice presi- succeeding Martin A. McNulty who retired 
Brands, Inc., New York, has named Wil- dent, cashier and secretary of the Board of after 43 years of Service. . . . Robert A. 
liam T. Leitner secretary... . Bruce S. Old Kent Bank and Trust Company, Stringer was appointed operations man. 
Shannon recently became vice president- Grand Rapids, Mich. . . . F. J. Donaghy ager of the Franklin Baker Division, Gen- 


finance of the Drackett Company, Cin- has assumed the responsibilities of vice eral Foods Corporation, Hoboken, N. J. 





MR. SHANNON MR. WAAG MR. WHITNEY MR. DONAGHY MR. STRINGER 


cinnati, Ohio. Mr. Shannon served as __ president and treasurer of the Duriron Marion M. Johnson, vice president, 


president of the Cincinnati Control of | Company, Inc., Dayton, Ohio. Brown-Forman _ Distillers Corporation, 
Controllers Institute, 1955-56. Louisville, Ky., has been named president 








The election of Norman B. Waag as NEW CONNECTIONS .. . of Associated Industries of Kentucky, an 
administrative vice president, Investors David W. Chappuis was elected con- organization representing about 90 pet 
Diversified Services, Inc., Minneapolis, troller of Celanese Corporation of Amer- cent of Kentucky business. Mr. Johnson ts 
Minn., was recently announced... .Rob- ica, New York... .F. H. Blake has a past president of the Louisville Control, 
ert A. Miller was appointed vice president become director, Applications Research, Controllers Institute. 
of State Mutual Life Assurance Company, Underwood Corporation, New York. . . . u 
Worcester, INIASSS o2 °c Oxford Paper Paul H. Augspach recently joined Interna- EXTRACURRICULAR ACTIVITIES . . . 7 
Company, New York, has appointed Rich- _ tional Swimming Pool Corporation, White William F. Schreiber, comptroller, Erie 
ard F. Cadwallader its controller... . Plains, N. Y., as vice president-finance. County Savings Bank, Buffalo, N. Y. 

J. H. Burtch has been elected treasurer of ... Frank J. Barlow is assistant treasurer spoke at the annual Executive Night din- M 
Morton Salt Company, Chicago, Ill... . of Millington-Lockwood, Inc., Buffalo, ner of the National Machine Accountants fu 
George R. Herzog recently became chair- N. Y. Association held on February 12 on the or 
subject of “Estimating a Value for In- m 
tangibles”. . . . G. Theodore Zignone, 
treasurer, Parents’ Institute, — - fa 
CHANGING YOUR ADDRESS? acted as moderator at the January 6 Tues- E, 
Notice of change of address for THE CONTROLLER day Round Table of the Magazine Pub- M 
: : rae a lishers Association on the subject of f 
should be received in the editorial offices of THE CONTROL- “Taxes.” 
LER, Two Park Avenue, New York 16, N. Y., before the C 
first of the month to affect the following month’s issue. For WRITERS... tr 
instance, if you desire the address changed for your May The August 1958 Government Con- * 
issue, we should be notified of your new address before tracts Review carried an article by Paul A 
April 1. Be sure to include your postal zone as well as your Reck, assistant treasurer, Sperry Gyroscope 
ald aad wow addeess - ; Company Division, Sperry Rand Corpo: 
egal wih ration, Great Neck, N. Y., on the subject 


of “Cost Problems in Defense Contract: 
ing.” 
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UNEQUALLED ECONOMY! The Royal Electric’s amazing speed 
oF Erie of course means increased production. And Royal’s unexcelled 
7 reliability means minimum service costs! 
nt din- MATCHLESS REPRODUCTION! No heavy characters, no faint, 
intants fuzzy ones. You get the sharpest, most perfectly aligned work 
on ever to come out of a typewriter! 
or if- aa - 
gnone, WIDEST TYPE CHOICE! Choose from 74 distinctive Royal type 
York, faces. There’s one to reflect the character of your business. 
) Pers EASIEST TO OPERATE! Convenience features like exclusive 
Bie Magic® Margin and Twin-Pak®, the instant-changing ribbon 
es fingers never touch, save time, cut typing fatigue to a minimum. 
Call your Royal Representative for a demonstration and free gies - 
trial. Your old typewriters are worth plenty in trade. There are more Royal Typewriters in office use 
Con- *CENTURY BOLD, one of 74 Royal type styles. than any other make. 
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Product of Royal McBee Corporation, World’s Largest Manufacturer of Typewriters. 
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Insufficient Depreciation and Inflation- 
What Can Be Done About It 


(Continued from page 116) 


Depreciation reform is not a means of 
relief from the effects of inflation. It is a 
method of avoiding discrimination in rates 
of tax between different members of the 
same group or class of taxpayers; namely, 
those engaged in a trade or business. 


PROTECTION AGAINST 
DISCRIMINATION NEEDED 

The present income tax laws do not, 
except for this group of taxpayers, dis- 
criminate between members of the same 
class or group. Different members of the 
class or group of taxpayers engaged in a 
trade or business, however, are treated 
differently—some favored and some dis- 
criminated against. 

One class or group of bondholders or 
mortgagees is not taxed differently from 
another. However much lenders or the 
recipients of fixed income suffer from in- 
flation they all suffer proportionately, 
voluntarily and with their eyes open to 
the risks they are taking. 

If these taxpayers need relief it is not 
protection against discrimination that is 
needed, it is protection against the ef- 
fects of inflation itself, a very different 
and much more difficult objective to at- 
tain and one which reinvestment deprecia- 
tion does not even attempt to reach. 

These cases are quite different from 
that of the trader or manufacturer. A 
business operating without inventories or 
depreciable property is benefited by be- 
ing taxed at only 52% on current income 
while another business using depreciable 
property is penalized by being taxed at 
effective rates of 75% to 100% on cur- 
rent income. 


LENDERS ARE 
NOT DISCRIMINATED AGAINST 

It is doubtful whether there is any 
lender so ignorant as not to realize the 
risk he takes of decline in the value of 
the dollar when he purchases or acquires 
a fixed-interest obligation or lends at a 
fixed-interest rate. 

The best-informed lenders, banks, trust 
companies, insurance companies, factors 
and similar institutions are lending large 
sums of money daily at interest rates 
which do not seem to be exorbitant. Repu- 
table investment bankers are offering and 
selling fixed-interest obligations of large 
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corporations almost every day at moderate 
interest rates, sometimes very little above 
the basic interest rates for government 
securities. 

Responsible and expert investors would 
hardly seem to be in need of special gov- 
ernment protection. Some of us may 
doubt the wisdom of investment in fixed- 
interest obligations, but it is abundantly 
clear that many well-informed persons 
think they are a desirable form of invest- 
ment and are voluntarily taking the risks 
inherent in this form of security. 


CURRENT-VALUE DEPRECIATION NOT 
PRIMARILY INFLATION RELIEF 

The provision for some sort of recogni- 
tion of current-value depreciation is the 
last word in the chapter on how to show 
taxable income from business operations 
on a current basis and without discrimina- 
tion. It is not the opening sentence of a 
chapter on how to preserve everybody 
from the general effects of inflation. 


CURRENT-VALUE INCOME ACCOUNTS 

In order to put all taxpayers, individual 
or corporate, engaged in a trade or busi- 
ness, on the same basis, so far as income 
from business operations is concerned, we 
must, so far as possible, calculate their 
income in current dollars, that is, in pres- 
ent-day dollars all having the same value. 
In a business in which neither inventories 
nor depreciable property are important 
factors, the problem of preparing a cur- 
rent-value income account is easily solved. 

A consulting or management engineer 
would be an example of this type of busi- 
ness. His income would consist of fees 
received in current dollars and his ex- 
penses would consist of office rent, wages 
of technical and clerical assistants, sub- 
scriptions to trade and technical pub- 
lications, traveling expenses, drafting 
supplies and similar items. His fixed prop- 
erty would be negligible, consisting of 
office furniture and probably a few hun- 
dred dollars worth of drafting instru- 
ments. 

All his expenses would be paid with 
current dollars, and when deducted from 
his fees, would show a correct income in 
current dollars. As soon, however, as we 
introduce into a business either merchan- 
dise or supply inventories of any signifi- 
cant amount of depreciable property the 
situation changes. 

Sales, royalties, fees, whatever form 
the income is received in, are, of course, 
received in current dollars. However, 
when a merchandise or material inventory 
enters into the picture, the problem of 
applying current costs against current in- 
come immediately arises. If the inventory 


turned over, say, three times a year, there 
would be a lag of four months in which 
time considerable price fluctuation might 
take place. Furthermore, in an inventory 
which turns over, say, every four months 
on the average, there would undoubtedly 
be some items of a greater age where 
there would be more likelihood of price 
fluctuations and some which would turp 
over much more rapidly. 

In order to provide a means of charg. 
ing current material costs against current 


sales, the LIFO method of costing sales | 


was devised and has been permitted for 
tax purposes in this country since the year 
1939. The essence of this method is that 
the latest purchases, the most nearly cur- 
rent ones, are charged against current 
sales. This method may be used by any 
taxpayer and it may be assumed that the 
only taxpayers who do not use this method 
have inventories which are not significant 
in amount or which are not subject to im- 
portant price fluctuations. In other words, 
the remedy for inflation and price fluctua- 
tion, so far as merchandise inventories are 
concerned, is available to any taxpayer, 
corporate or individual. 

The only other item of any importance 
in the income account of a manufacturing 
or trading enterprise, which is not paid 
for in current dollars, is the cost of the 
used-up or expired long-term property, 
that is, property which is subject to de- 
preciation. While the prices on property 
of this sort do not, perhaps, fluctuate so 
rapidly as some of the more volatile com- 
modities, such as grains or metals, it is 
still true that they do fluctuate from year 
to year and the cumulative fluctuations 
over several years are substantial. 

The time lag here is much longer than 
with merchandise inventories. Further- 
more, the property which replaces that 
which is used up or expired frequently is 
somewhat different from that which it 
replaces while items in inventories at 
either end of the year are likely to be 
quite similar. 

However, these are mere differences in 
detail. The principle is exactly the same 
for inventories and depreciable property. 
The manufacturer must get back from 
his customer the current cost of the ma- 
chinery used up in production if he is to 
maintain his plant and equipment. Re- 
gardless of the details of the specific 
method or device by which the current 
cost of plant and equipment consumed 1s 
recovered, the fact remains that this cost 
is the only item of cost in a manufactur- 
ing or trading income account which the 
taxpayer is not permitted to express If 
terms of substantially current dollars for 
tax purposes. 

If we take the position that what we 
are trying to do is to enable a taxpayer, 
corporate or individual, to state the re- 
sults of his operations in current dollars, 
then the recognition, in some form, of the 
current cost of depreciable property con 
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sumed in a year is the last step in provid- 
ing for a current determination of taxable 
income rather than a general method to 
which many other parallels may be drawn 
and which might appear to justify wide- 
spread demands for various types of spe- 
cial relief for the purpose of warding off 
or nullifying the effects of inflation. 


DEPRECIATION REFORM 
NOT A TAX CUT 

The advocates of depreciation reform 
are not asking for a tax cut. They are not 
asking for special relief. This is no time 
for such measures, even though they are 
fully warranted on grounds of justice and 
equity. 

What the victims of the present nar- 
row, restrictive and discriminatory depre- 
ciation methods want is a chance to do 
their full duty to the country and its econ- 
omy. They want to be able to provide the 
tools that will provide the jobs for those 
who are still unemployed. They want to 
produce, to develop, to help bring this 
country back to equality with its foreign 
competitors and to strengthen its economy 
and its potentialities for the good life 
and for its defense. 


This cannot be done unless we recog- 
nize that the old days, the old methods, 
the old ideas are gone forever. Many of us 
were alive when the gold standard was in 
effect throughout the civilized world, 
when stability was the rule, not the ex- 
ception, when prices responded quickly 
and sensitively to the opinion of the mar- 
ket place and when government interven- 
tion in business and economic affairs was 
almost unheard of. 

For good or evil those days are gone 
and will not come again. Yet our tax laws 
and our depreciation policies, developed 
when those conditions prevailed, have 
never changed basically. 

Although the Treasury Department 
participates in the management of our 
currency, it has no authority to recognize 
or accept the implications of a managed 
currency. 

Congress does not want this country to 
lag behind the rest of the world in pro- 
duction, to see our productive facilities 
gradually deteriorate and our capacity to 
fulfill our obligations as a world leader 
diminish. We may have every confidence, 
when the situation is made clear, that 
Congress will act. 


Base-Point Labor Distribution 


(Continued from page 109) 


labor costs to be applied at consistent rates 
from month to month regardless of dis- 
torting factors such as varying work hours 
in pay periods and the payment of social 
security taxes in some months and not in 
others. Fourth, costs are allocated in terms 
of the actual costs of the individuals in- 
volved, rather than on the basis of an av- 
etage rate for a group of employes. 


LIMITATIONS OF 
BASE-POINT LABOR DISTRIBUTION 


Base-point labor distribution has some 
limitations of a minor nature. They are: 

1. The hourly distribution rate is based 
upon the annualized cost of employment, 
which includes social security taxes levied 
upon the employer. Because these taxes 
are not paid on an annualized basis, the 
amount of tax paid in a year can exceed 
the amount allocated as cost if an employe 
is severed during a year. 

2. If the base point is not accrued 
wages payable, credits may build up dar- 
img the year in departmental divisions of 
the salaries account. Such balances have a 
nuisance value when interim departmental 
statements are prepared. (This limitation 
is of little or no significance in companies 
where vacations are spread evenly over the 
year.) 

3. A definite company policy with re- 
spect to vacations is needed. Best results 
ate obtained in cases where a fixed amount 
of vacation time is earned for each month 
(or other period) of employment. 


4. Whenever an employe’s rate of com- 
pensation changes, accumulated credits do 
not measure the value of accumulated va- 
cation leave. 


SUMMARY 

Base-point labor distribution is simply 
a method by which the full costs of em- 
ployes’ services are allocated equitably in 
the accounts. The practice of accruing va- 
cation leave as a liability is but one way in 
which such allocation may be accom- 
plished. When leave is so accrued, the li- 
ability account is in effect the base point. 
However, it is not necessary to recognize 
accrued vacation leave in order to achieve 
the same kind of labor cost allocation. 
Such can be done by the simple expedient 
of shifting the base point to another ac- 
count. 

Under the method of base-point labor 
distribution, individual labor costs are 
identified. The cost of any employe’s time 
is allocated on the basis of costs relating 
to him alone. The method, as presented, 
does not imply the application of an av- 
erage rate for a group to the time of one 
individual. However, such a modification 
is feasible. 

The current trend is toward more lei- 
sure and increased benefits for employes. 
The more liberal that time-off policies be- 
come and the more that supplementary 
employment costs rise, the more impor- 
tant it becomes to recognize the value of 
base-point labor distribution. 
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Richmond to Sponsor CIA Eastern Conference 


Institute members who attend the CIA 
Eastern Regional Conference in Rich- 
mond, Virginia, April 19-21, will find it 
to be one of the best on record, says Ir- 
ving Dawes, general chairman of the 
Conference. The three-day meeting, which 
will be held at the John Marshall Hotel, 
features high calibre technical discussions 
plus entertainment in the southern tradi- 
tion. 

Technical subjects will include “How 
to Get Your Company in Shape to Meet 
Long-Term Growth,” ‘The Evaluation of 
Operations by Management,” “Current 
Trends in Accounting for Depreciation,” 
and “New Trends in Financial Manage- 
ment.”’ The speakers on these subjects are, 


EMPLOYMENT + SERVICES * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. SO¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to THE CON- 
TROLLER, Two Park Avenue, New York 16, 
N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





FINANCIAL VICE PRESIDENT 

CONTROLLER 
Member Controllers Institute of America 
offers your company successful experience 
with nationally known corporations in ad- 
ministration, finance, job and process costs, 
contract negotiations, foreign and domestic 
multiplant operations, machine accounting, 
flexible budgets, and related areas of busi- 
ness. Desires challenging opportunity. Box 
2374. 


CONTROLLER-TREASURER 


Imminent liquidation of a major multiplant, 
multicorporate manufacturer makes immedi- 
ately available a financial and administrative 
executive, extremely well qualified and fully 
experienced in all phases of complex corpo- 
rate accounting and finance. Budgets; financial 
and management planning and controls. Au- 
diting, taxes, systems and procedures. Com- 
prehensive reports. Proven, cost-conscious ad- 
ministrator. Credits. Member CIA. Resume 
on request. Relocate. Box 2377. 


CONTROLLER 
ASSISTANT CONTROLLER 


B.S., CPA, 38, ten years’ administrative ac- 
counting officer of national multiplant in- 
dustrial manufacturing concerns, five years’ 
public accounting. Experience includes heavy 
government contract accounting, management 
reporting, budgets, procedures. Will relocate. 
Box 2379. 





NOTE: Tue CoNnTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 
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respectively: Clarence Drayton, senior 
staff associate, Arthur D. Little Company ; 
R. G. Lochiel, senior vice president, and 
S. B. Goldthorpe, comptroller and assist- 
ant vice president-finance, Capital Air- 
lines, Inc.; Walter R. Staub, Lybrand, 
Ross Brothers and Montgomery; and 
Roger R. Crane, director, Management 
Services, Touche, Niven, Bailey & Smart. 
The opening luncheon speaker will be 
Albert M. Cole, formerly Federal Hous- 
ing Administrator and now executive vice 
president, Reynolds Aluminum Service 
Company. His subject will be “The Effect 
of the Federal Housing Program on the 
Economy.”’ The banquet speaker, P. Row- 
land Wagner from Norfolk, is one who 
will please everyone. 

Entertainment at the Conference will 
begin with a reception on Sunday, _— 
19 and this will be followed by a buffet. 
On Monday night there will be a banquet 
and dance. Additional features oar a 
tour of the Reynolds Metals plant on 
Tuesday after the Conference is officially 
closed. The Conference Committee has 
arranged a special event for those who can 
plan to stay in Richmond an additional 
day—a tour of historic Williamsburg and 
the newly restored Jamestown is being 
scheduled as an extra event and all indica- 
tions are that many members will stay 
over for the trip. 

Ladies Hospitality Chairman, W. P. 
Taliaferro, Jr., points out that the ladies 
attending the Conference will have an un- 


paralleled opportunity of seeing some of 
the historic Richmond gardens. The tim. 
ing of the Conference is such that the gar- 
dens are expected to be at their best. Other 
ladies’ events include a fashion show and 
a special luncheon at one of the clubs. 
Assisting Mr. Dawes, general chair. 
man, are W. B. Thulin, comptroller, The 
Chesapeake & Potomac Telephone Com. 
pany of Virginia, vice chairman of the 
Conference, and F. M. Armbrecht, comp. 
troller and assistant treasurer, Southern 
States Cooperative, Inc., president of the 
Richmond Control. Committee chairmen 
are: Arrangements, M. P. Patteson, vice 
president and cashier, State-Planters Bank 
of Commerce & Trusts; Reception, H. C. 
Higgerson, vice president and cashier, the 
Central National Bank of Richmond: 
Housing, C. R. Hailey, comptroller, Albe- 
marle Paper Mfg. Company ; Inter-Control 
Attendance, J. M. Lowry, treasurer, Albe- 
marle Paper Manufacturing Company; 
Program, C. C. Drummond, secretary and 
treasurer, Commonwealth Natural Gas 
Corporation; Publicity, W. T. Brunot, 
controller, Reynolds Metals Company; 
Finance, J). H. Armstrong, secretary-treas- 
urer, Virginia Transit Company ; Speakers 
Hospitality, W. B. George, executive vice 
president, Larus & Brother Company, 
Inc.; Registration, J. C. C. Byrne, vice 
president-finance, Robertshaw-Fulton Con- 
trols Company; and Ladies Hospitality, 
W. P. Taliaferro, Jr., secretary-treasurer- 
controller, Miller & Rhoads, Inc. 


Employment Rise Said to Lag Behind Output Gains 


The current recovery has not brought 
the improvement in recession-induced un- 
employment that came with the upturns 
from two earlier post-war recessions, a 
Federal Reserve Board study shows. The 
study reports that employment gains have 
lagged behind output gains in the current 
recovery. But it adds: 

“The lag . . . has been greater than 
in preceding post-war recovery periods, 
and the level attained by unemployment 
has been both higher and somewhat more 
sluggish in its response to rising activity. 
. . . Since September, there has been lit- 
tle evidence of an extensive general re- 
hiring of workers other than for seasonal 
reasons.” By contrast in the two earlier 
recoveries, the study notes, employment 
stabilized for a number of months after 
the recession bottom but once recovery set 
in employment increases were not halted 
until a new peak was reached. 

Part of the lag between general output 
gains and employment gains in the cur- 
rent recovery, the study said, comes from 
productivity increases reflecting high mod- 
ernization investment in the pre-recession 
boom. Moreover, it may well be that labor 
cost increases have made management 
more cautious about employment and 
overtime. Employment in industries closely 


allied with investment outlays, such as 
machinery, has shown little recovery be- 
cause expansion in fixed investment “has 
not yet shown marked revival,” the study 
adds. 

The over-all unemployment problem 
now is considered to be “a cluster of lo- 
calized problems rather than a general 
problem,” since a high proportion of the 
joblessness is concentrated in durable 
goods and related industries. 

Looking ahead, the report notes that 
“it seems reasonable to observe that man- 
power availability will not become a limit- 
ing factor on the further increase in total 
production nearly so soon as it did in the 
two preceding cycles.” 


WANT HELP? Swamped by all the mate- 
rial on electronics? Can't find informa- 
tion on specific applications of electron- 
ics? Want to know experiences of 
companies converting to electronics? 


If your answer to any of these questions 
is affirmative, the list of reports on 
ELECTRONICS IN BUSINESS may 
help you. Send your request to 


CONTROLLERSHIP FOUNDATION 
Two Park Ave., New York 16, N. Y. 
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